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Jwo SEC Surprises 


Wirnin the period of a week the 
Stock Exchange ran into two sur- 
prises from administrative quarters. 
The first—the change in rules af- 
fecting short-selling — was unex- 
pected mainly as to the time it 
would occur, since the former regu- 
lations were unsatisfactory from 
many angles. What happens now 
is that stocks may be sold short on 


| either a rising market or a static 


market immediately following a rise. 
Protection against bear raiding is 
as complete as before, and yet by 
making it possible to sell against a 
strong and healthy market the ad- 
vantages of a cushioning short in- 
terest are retained. In just a year, 
from the end of January, 1938, to 
the end of January, 1939, the short 
position on the Big Board had 
shrunk from 1,228,005 shares to 


447,543, the lowest point on record. 
S E C action in relaxing its rules 
was overdue, but appreciated none 
the less as a sign of willingness to 
abandon positions too far advanced 
for the general good. 

The second surprise was more 
complete, although the setting for 
it had been built up rather elabo- 
rately. Sixteen stock exchanges from 
all over the country sent their repre- 
sentatives to Washington, there to 
agree upon suggestions to the S E C 
aimed at broadening markets and 
reviving the flow of capital through 
them to industry. The representa- 
tives agreed in short order upon a 
program which was given to the 
press and the S EC. Mr. Douglas, 
the Committee’s chairman, disagreed. 
That is putting it more mildly than 
did Mr. Douglas, who called the 


report “a phony” insofar as it was 
aimed at helping recovery. 

Perhaps the atmosphere of co- 
operation had been too thoroughly 
advertised; at any rate it was a 
shock that the S E C could find no 
grounds whatsoever upon which to 
meet the overwhelming majority of 
financial opinion bent upon a 
friendly showdown. The implication 
is definite that no major changes in 
either the law or the Committee’s 
regulations under it are to be ex- 
pected in the near future. Differ- 
ences of opinion on the advantage 
of the status quo are natural, and it 
may be that we should be grateful 
that the Securities Exchange Act 
has such staunch defenders. It is 
disappointing, nevertheless, to find 
so wide a chasm still yawning be- 
tween the S E C and the Exchanges. 
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cal The Hydraulic Press Mfg. Co. 
Aircraft manufacture requires extensive and modern equipment. The 
hydraulic press shown above is the largest in the world. It is used by 
Douglas Aircraft for forming aluminum alloy parts. An appraisal of 
aircraft companies appears on page 669. 
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BANKS BUY BONDS ... One of the most significant 
current financial developments is heavy purchase of 
long-term United States Government bonds by New 
York City banks. Over the past two weeks the net rise 
in total holdings of Government bonds by these institu- 
tions has been $185,000,000, partly reflecting a shift out 
of maturing short-term Treasury notes. 

At several recent regional conferences of the American 
Bankers’ Association various speakers emphasized the 
strong status of Government credit, asserted that inter- 
est rates would remain at a very low level for a long 
time to come and favored bank investments in long-term 
Treasury bonds. This represents a rather striking change 
in banking sentiment. It is not so long ago that some 
bankers were publicly urging caution on long-term bond 
investments. 

Following the initial move of the Reserve Board in 
mising reserve requirements in the summer of 1936, 
New York banks led the way in liquidating Government 
nds. Their present buying program will be followed 
i due course by interior banks. Regardless of the pres- 
it European scare, the large rise in bank investments is 
green light signal for the major bull market in income- 
roducing securities. Despite temporary reactions, an 
pward trend for gilt-edge bonds makes for better prices 
or medium grade bonds and preferred stocks. Higher 
tices for the latter tend to lift sound dividend-paying 
ommon stocks and a rising trend in these stocks induces 
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The Trend of Events 


demand for stocks expected to pay dividends within a 
reasonable future. 

So far as the long-range trend of security values is con- 
cerned, there is considerable evidence that bank invest- 
ment policy is the most significant single indicator. Due 
to probably permanent reduction in bank loans, as com- 
pared with the ’20s, changes in bank investment account 
have become the most dynamic credit factor. 


PRIVATE SPENDING UP... In recent weeks the rate 
of total spending in the country has turned upward, as 
measured by debits to individual bank accounts exclu- 
sive of New York City. For New York City, where 
security market transactions enter largely into the pic- 
ture, spending has shown no significant improvement 
thus far this year. Even outside of New York City, 
the gain during the past several weeks, while encour- 
aging, has been less than 4 per cent over a year ago. 
Generally speaking, our spending reflects an attitude 
of caution among business men and the public. While 
it is substantially above the lowest point reached in 
1938, it does not exceed the average of the poor closing 
months of 1937. Relatively, the debits indicator has 
not recovered as much of its depression decline as our 
business index has. This is further proof, if proof be 
needed, that something more than Government pump- 
priming is required to produce (Please turn to page 697) 
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As 9 Seo Jt! 


BY CHARLES BENEDICT 


WHAT IS THE TRUTH? 


Warne does Chamberlain stand in relation to Nazi 
Germany—where Daladier—where Stalin, is of the ut- 
most importance to the United States at this time, as 
an attempt is being made to draw us into a coalition of 
so-called “Democratic” powers. A situation has been 
created in Europe that affects us greatly; but events lead 
to the conclusion that we should resist joining any bloc 
to be formed—should act independently in our own be- 
half, and in concert only to the extent of our own direct 
interests. 

It has been evident all along that Hitler could have 
been stopped; first, when the Nazis re-entered the Rhine, 
again when they absorbed Austria. It was these two 
victories which enabled Hitler to sterilize the Western 
Front both by an impregnable and strategic structure of 
fortifications, and by diplomacy; and to turn his thoughts 
eastward unhampered. 

There is no miracle in Hitler’s recent conquest of the 
broken people of Czechoslovakia—of the lightning speed 
with which a desperate Rumania accepted the Nazi 
yoke. But there is a telling reason that a glance at the 


map of Europe, here below, will clearly and simply dis- 
close, and that is: in annexing Austria the Nazis secured 
a stranglehold on the economic life of Europe through 
control of the strategic arteries of incoming and outgoing 
rail transportation, centered in Vienna, affecting the 
well-being of every nation north to the Baltic, south to 
the Mediterranean, east to the Black Sea—with the 
power to sabotage and to dislocate trade, shipments of 
food and raw materials between all countries—those on 
the Atlantic with those in Middle Europe. 

This situation is so obvious and so thoroughly under- 
stood and known to the English, that it comes with ill 
grace to have them attempt to foist on the world the 
belief that their diplomacy was purely a blundering one 
—that they were “innocents abroad” in a naughty Eu- 
rope. 

When at Munich they further sacrificed Czechoslo- 
vakia, Chamberlain gave the Nazis a go-ahead signal for 
the economic reconstruction of Europe—along the lines 
of the set-up of the old Austro-Hungarian empire, but 
with Berlin as the capital. 

And now the hue and cry in 
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the controlled press abroad, the 
reams about the thin sadden- 
ed cheeks of Chamberlain — so 
greatly shocked by events as ac- 
tually to appear without his um- 
brella—the recall of British and 
French Ambassadors. It is all 
a shameful hypocritical show; 
because at Munich Chamberlain 
and Daladier gave the Nazis a 
free hand, leaving the action 
with the details and plans of this 
subjugation in Hitler’s hands. 
Since then they have seen 
Czechoslovakia gradually being 
strangled economically and _ po- 
litically — and _ sterilized mili- 
tarily. They sat by while the 
Nazis were finishing the job be- 
gun at Munich which had 
stripped the little republic of 
her riches—of her mineral 
wealth, including her valuable 
radium mines, lignite, coal and 
# iron deposits of importance— 
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making it necessary thereafter for her to buy the essen- 
tial raw materials and fuel for her plants, factories and 
public utilities from Germany, in territory just across 
the border which had only recently been Czechoslova- 
kian property! And for which property she could not 
collect a pfennig from the Nazis; while at the same time 
Hitler had taken control of her gold and of her trans- 
portation facilities, over water, rail and highway—mak- 
ing the Nazis master of her existence. 

Why then should Chamberlain have been so shocked 
when Hitler took the inevitable step, and at the point 
of a gun completed the last phase in his subjugation of 
Czechoslovakia. 

In the same way Hungary came into the Nazi orbit as 
a vassal state, without any tears from Mr. Chamberlain. 

While, Rumania rather than starve to death, having 
no illusions about the assistance forthcoming from the 
“great” Democratic powers, preferred to throw her lot 
with the Nazis in the hope of avoiding additional re- 
prisals that resistance would bring. 

And now—what of Poland? A glance at the map 
shows the grip of the Nazi pincers closing her outlets 
through German controlled Czechoslovakia, Hungary, 
Rumania, and shortly through Memel and Danzig in 
the north, shutting her off from the Baltic Sea and leay- 
ing only one route open through Russia for incoming 
supplies and outgoing trade in order to keep body and 
soul together. 

Having secured the vital wheat and oil, it seems to 
me, however, that Germany will not take risks in Po- 
land, but will turn to the consolidation and economic 
rehabilitation of the countries she has absorbed and 
will wait for economic distress and the instigated rebel- 
lion of the large Ukrainian minority to solve her Polish 
problem for her. 

Will she push on to Jugo-Slavia and secure her outlet 
to the Adriatic through Trieste as a constant reminder 
to Mussolini of her power? Or will she turn her eyes to 
Switzerland, whose rails com- 


ruling clique are definitely anti-United States and pro- 
Nazi—the direct evidence of which I received as far back 
as the Economic Conference in London, 1933. 

The slow progress which England made in her rear- 
mament program after Austria and Czechoslovakia was 
disappointing to say the least. (It was English influence 
that made the Argentine difficult to handle on our recent 
visit to South America. Thus the German and Italian 
trade agreements with Argentine, announced the other 
day, becomes of considerable interest to us. The English 
handling of the Palestine situation is suggestive of Nazi 
pressure. _) 

While Ambassadors were being recalled to convey the 
impression that diplomatic relations were being endan- 
gered, why did the English on Thursday, March 16, sign 
a trade compact with the Nazis for the purpose of 
“jointly increasing the world consumption of British 
and German goods?” 

It has been suggested that England was deliberately 
manoeuvering Germany into a war with Russia which 
would weaken them both and enable her to come in at 
the finish to rebuild and exploit Middle Europe and 
Russia—and that they have both outwitted her by 
making a deal, such as outlined in my article of Jan- 
uary 28th. Therefore, the coming months will prove 
extremely interesting. 

With recent events in Europe, however, having en- 
tered a new phase the situation has reached a point 
where England will show her hand by the action she 
takes in the near future. While the course Russia fol- 
lows will tell us whether she will fight, or whether Stalin 
has made a deal with the Nazis. 

As far as we are concerned, it is well to remember the 
Nazis refrain which runs: 


“Today Germany belongs to us— 
Tomorrow the entire world” 


and deal with her aceordingly—on our own! 





plete the juncture between Ger- 
many proper and Italy, in order 
to get a firmer grip on her axis 
partner? 

Having won her _ victories 
without a battle, with armies 
intact, will she now assist Mus- 
solini to acquire the French ter- 
ritory in the Mediterranean and 
Africa which he craves; and thus 
hold him in line at the present 
crucial state of affairs—mollify- 
ing a jittery Italy? 

Already Japan is stationed at 
Hainan—menacing French Indo- 
China—while, in spite of prom- 
ises, Italian troops are still be- 
ing held in Spain, as a warning 
to France. 

Much has been said about re- 
moving the Capital of Britain 
from London to Canada. I hope 
our government will discourage 
such a project if it materializes 
—since Chamberlain and the 
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Outlook for the Market 


The third European crisis within a period of six months 


has produced severe reaction on foreign selling. This 


will lengthen the broad trading range now nine months 


old. Our hopes are somewhat deferred, not abandoned. 


BY A. T. MILLER 


W. have assumed for some time that nothing was likely 
to stop Hitler in central and southeastern Europe. We 
have reasoned that so far as that area is concerned the 
French and British tied their hands when they permitted 
the Germans to fortify the Rhineland. We have be- 
lieved that after giving Hitler virtually a free hand in 
that region at the Munich conference last September 
the British and French would concentrate realistically 
on defense of their own more vital domestic and empire 
interests—with a better than even chance of success. 

It seems that we over-estimated European realism and 
fortitude, for while Hitler’s absorption of Czechoslovakia 
did not particularly surprise us—nor could it have sur- 
prised hard-boiled British and French diplomats—it did 
surprise and unnerve the foreign markets. Ironically, 
our own market declined relatively more than did the 
London market—once more demonstrating how regulated 
thinness makes it technically defenseless against bad 
news and hysterical selling. 

The total volume of transactions in common and pre- 
ferred stocks on the New York Stock Exchange last week 
was 5,592,200 shares or less than 4/10 of 1 per cent of 
listed shares. With the frightened tail thus wagging the 
dog, our daily industria] index declined approximately 
8 per cent and our broad weekly index of 316 issues de- 
clined 10 per cent. 

At this writing on Monday a modest rally is in prog- 
ress, following reaction of climactic proportions on Satur- 
day, but whether the third war-scare decline in six 
months has terminated remains to be seen. The chances 
are that the major part of the damage to stock prices 
to be expected from this particular phase of international 
alarm has already been experienced, but one more spill 
within the next few days before a worth while rally be- 
gins would not be technically abnormal. 

Although we had expected nothing better than an 
armed and uneasy peace for Britain and France as far 
ahead as anyone could see, we had hoped that the mar- 
ket could reconcile itself to this state of affairs and make 
something out of favorable economic, financial and poli- 
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tical fundamentals at home. This hope is definitely 
dashed—for the present. 

But even though the market at recent lows was un- 
comfortably close to the bottom reached in the January 
reaction, we are not yet ready to give up the ship. We 
are not ready to believe that a war involving Britain 
and France is either inevitable or near. We are not 
ready to believe that the growing demand of the Amer- 
ican people for Federal policies favorable to business 
recovery will go completely unheeded at Washington. 
We are not ready to believe that the major cycle of eco- 
nomic revival which began last summer has terminated. 

On this basis we would not surrender to unreasoned 
fear and sacrifice either sound investment holdings or 
sound longer term speculative holdings which are ade- 
quately protected. On the contrary, we view this set- 
back as an additional opportunity to make selective 
long range purchases at a generally favorable price level 
—but with the unavoidable qualification, as stated in 
previous analyses, that there is no assurance that we 
have seen the last of recurrent European crises and that 
prudent conservatism quite certainly demands main- 
tenance of a reasonable proportion of available funds 
in cash. 

The stock market has now been held within a broad 
trading range for approximately nine months, a per- 
formance similar in its long range technical aspects to 
the trading range which prevailed from the summer of 
1933 to the spring of 1935. With chronic European 
tension weighing increasingly in the calculations and 
psychology of investors, speculators and business men, 
the chances of near-term emergence into a new and 
dynamic phase of the bull market have been lessened 
and the chances of stretching the trading range stalemate 
over a longer period of time than seemed probable at the 
start of the year have been increased. 

On the other hand we can take some long range com- 
fort in the thought that usually the longer the transi- 
tional second phase of a bull market lasts the stronger 
and more sustained the eventual renewed advance is 
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likely to be. Meanwhile, as we wait for some clarifica- 
tion of the European scene, deferred need of industrial 
production is building up and the present extreme cau- 
tion in business, investment and speculative operations 
at least has the merit of avoiding excess with deferred 
penalty attached. Particularly in the important capital 
goods industries, we have thus far had the merest trickle 
of revival and expansion now deferred will inevitably be 
added to future production whether this year or next. 

Meanwhile also the most dynamic factor in the mone- 
tary-credit picture—bank investments—is building up 
ever more bullish ammunition which will sooner or later 
be used. Under the leadership of New York City insti- 
tutions, commercial banks in recent weeks have bought 


almost sensationally large volumes of long term bonds 
in the open market and demand deposits are above any 
level reached in 1936-1937. In this respect, too, the situa- 
tion looks very much like 1934, when the market was 
getting nowhere, business men were doubtful but bank 
credit was being steadily inflated to provide the foun- 
dation for the sustained 1935-1937 recovery. 

Our per capita business index has shown a fortnight 
of improvement, standing for the latest week at 84 per 
cent of the 1923-1925 level or only 4 points under the 
highest reached in December. The chances are we will 
see some second quarter gain. 

In summary, our hopes are deferred but not aban- 
doned. —Monday, March 20, 1939 








DAILY INDEX | | 


ACTIVITY 


MILLION SHARES 








TREND INDICATORS 


Compiled by THE MAGAZINE OF WALL STREET 


| | 
4 
40 INDUSTRIALS | | y 











WEEKLY INDEX 








MARCH 25, 1939 











Labor Must Behave 





Ewing Galloway 


a labor’s gains under the aegis of the Roose- 
velt New Deal have suffered a series of sharp setbacks 
within the last few months, insofar as its prestige with 
the Administration, the courts, the politicians and the 
public is concerned. It still enjoys material advantages 
under laws enacted during its hysterical heyday at Wash- 
ington, but even these undivided profits face major alter- 
ation at this or ensuing sessions of Congress. 

How mortally labor’s wings will be sheared by the 
Seventy-sixth Congress is still problematical, but you 
can paste this in your hat: The next stage in the evolu- 
tion of relationships among management and labor and 
government will be a transition period in which extreme 
and extravagant advances will be consolidated into a 
fairer and more workable arrangement between the four 
parties most concerned, the general public comprising 
the fourth faction in this historic controversy. 

The chief victims in this period of retreat have been 
—and will continue to be—John L. Lewis’ Congress of 
Industrial Organization, although the reaction will be 
visited on organized labor generally, and William Green’s 
American Federation of Labor in particular. The reasons 
are obvious. In the 1938 elections, for instance, the CIO 
lost every major political battle, with the result that it 
will play a negligible role in the 1940 campaign. By its 
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--- or Else 


BY RAY TUCKER 


arbitrary tactics, especially in invoking the sit-down 
technique, it offended even that portion of the public 
friendly to its organizational schemes. 

Mr. Lewis’ dictatorial manner and statements (“It 
does not become him who has supped at labor’s board,” 
etc., etc.) have irritated even the President, who 
snatched the first politically favorable opportunity to 
voice a demand for an end to labor discord. The Su- 
preme Court’s recent ruling on the sit-in strike outlawed 
that anti-property strategy, once and for all, even in the 
eyes of sane unionists. 

Thus—and few people seem to grasp the significance 
of these Waterloos—the CIO has dropped into discredit 
on such vital fronts as the political, the presidential, the 
judicial, the public. To imagine that there is no inti- 
mate connection between the CIO’s defeats at the ballot- 
box, at the White House, at the Supreme Court and 
before the bar of public opinion is to be blind to prac- 
tical and political realities. In short, the CIO is on its 
way out, with everybody contributing a helpful shove. 

On two important groups—members of Congress and 
the CIO itself—this string of reverses has had a decid- 
edly sobering effect. No longer do Congressmen hop 
through the legislative hoop or scramble from their seats 
when John L.’s “legislative agents” beckon with a royal 
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crook of the finger from the House or Senate gallery or 
cloakroom. No longer do the legislators rush through 
pro-labor proposals that will provide the lion-maned 
and heavy-browed mine chieftain with weapons for his 
conflict with the employer and William Green. Those 
days have disappeared. 

On the contrary, almost every labor measure passed 
or proposed at this session has been intended to wrest 
from professional labor extremists some of the authority 
hitherto conferred upon them. Whether the major 
amendments—revision of the Wagner, the Wage-Hour 
and Walsh-Healey acts—pass or not is not nearly so 
important as the fact that they have been seriously 
introduced and entertained on Capitol Hill. That rep- 
resents a psychological and political transformation 
which nobody would have dared to predict a twelve- 
month ago. 

Mr. Lewis’ minions, the men who rallied around him 
so gallantly and belligerently when he appeared to them 
as the master of the White House and the Congress, are 
beginning to grumble, to revolt, to demand new con- 
quests—conquests which he can no longer achieve. They 
begin to discern the cracks and the creases in his armor. 
David Dubinsky, immediately after the November elec- 
tions, withdrew his 250,000 garment workers from the 
CIO with a blunt demand for labor unity. Communism 
in the auto industry has precipitated a disastrous 
schism there. 


The Decline of Lewis 


“Little Steel’s” refusal to accept Lewis ultimatums 
handicaps recruiting in an industry peculiarly suscep- 
tible to the “one big union” idea. In other fields—mari- 
time, textile, oil, mining and fur—there is underground 
rumbling of discontent. Like any other dictator, the 
CIO champion must keep moving onward or he is sunk. 
And lately he has been moving backward—by unani- 
mous request. 

An extremely practical result has been the loss of 
membership and money, and the problem of dwin- 
dling cash is the more threatening. Were it not for his 
own United Mine Workers—the “angel” of his cause— 
it is probable that Mr. Lewis would not be able to finance 
his movement for long, and even those erstwhile loyal 
contributors are wailing over the sacrifices which his 
dreams of grandeur entail. At the moment it is doubtful 
if he has 1,000,000 dues-paying members, although he 
claims a CIO membership of approximately 3,000,000. 
Assuming that his estimate is correct, so many are un- 
employed that they are a liability rather than an asset 
to him, politically and financially. They are beginning 
to wonder when Mr. Lewis—or Mr. Roosevelt—will pro- 
vide them with steady work. 

Naturally enough, Mr. Lewis’ Luciferlike fall has re- 
acted unfavorably on the A F of L. Mr. Green and his 
executive committee have been forced to devote such 
thought and energy to their family squabble that they 
have had to neglect their own flock. With the exception 
of benefits derived from a hitherto friendly White House 
and Congress, their own achievements on behalf of or- 
ganized labor have been negligible. 

Then too, Messrs. Lewis and Green have not pre- 
sented a pretty spectacle in their heckling of each other 
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on the front pages. They have exhibited personal ambi- 
tion, washed dirty labor linen in the open backyard, 
swapped billingsgate and, in short, indicated that they 
were willing to sacrifice the working man to satisfy their 
selfish aims. The rank and file—and the minutes of al- 
most every local labor union testify to this truth—are 
somewhat disgusted with this exhibition. No worth- 
while laborer wants to be made to feel that he is only a 
shabby and humble pawn in a game between a couple 
of uncrowned kings. 

Now, let us consider the causes and the consequences 
of these various attacks upon organized labor in the 
fields where the controversy must eventually be decided 
—the Congress, the White House, the ballot-box and 
the Supreme Court. Recalling that less than a year ago, 
Labor had only to ask to obtain its uttermost demands 
from Capitol Hill, here is the recent anti-labor record 
of the boys and girls in Congress. 

Although it produced witnesses who testified that the 
CIO was permeated with communism (an allegation 
never formally denied before the committee), the Dies 
investigators were given a new $500,000 appropriation 
to continue its inquiry—and despite White House oppo- 
sition. The same group dared to impeach Madame Per- 
kins for her failure to deport CIO-er Harry Bridges, and 
again, despite presidential intervention on behalf of the 
Cabinet lady, the House Judiciary Committee has seri- 
ously entertained and investigated the charges. They 
will not approve the impeachment resolution, but they 
will slap her on the wrist for her apparent friendliness 
toward Mr. Lewis et al. 

In both branches there are determined moves to re- 
vise the Wagner and Wage-Hour Acts so that the em- 
ployer will be placed on a par with the employee—per- 
mitting the boss to initiate proceedings for determining 
the bargaining agency, allowing him to present his side 
of the controversy to members of his plant, authorizing 
specific exemptions if he can prove that wage-hour stand- 
ards of pay and hours will drive him out of business. 


Wagner Act Amendments 


These amendments may not—probably won’t—pass 
at this session, but their enactment is almost inevitable 
because of the new spirit which this article attempts to 
reflect. Lest we forget, coincident with the extension of 
the life of the Dies, anti-CIO Committee there was the 
sharp refusal to refinance the La Follette Civil Liberties 
Committee, which was playing the game of the CIO and 
its governmental ally, the National Labor Relations 
Board. In such seemingly unrelated actions and atti- 
tudes of the Congress may be discerned both the trend 
and the philosophy of the law-makers with respect to 
the problem of organized labor in future years. 

Mr. Roosevelt himself appears to realize that he has 
given too many hostages to the labor generalissimos— 
that the alliance is no longer profitable. It accounted, 
according to Secretary Henry Wallace, for the terrific 
farm defection in the 1938 election, for the agriculturists 
now realize that they have no real community of interest 
with an organized labor steadily on the march for higher 
and higher wages and complete mastery of the industrial 
structure of the nation. 


So the President has (Please turn to page 694) 
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What's Behind the Figures? 


What a Composite Balance Sheet of Industry Shows 


By EDWIN 


i. Is no secret, of course, that 1938 was a poor year for 
business. An examination made by the National City 
Bank of the income statements of 940 manufacturing 
companies disclosed net profits of $672,146,000 last year, 
a decline of 56.5 per cent from total net profits shown 
by these same companies in 1937. What are not so well 
known, however, are the effects of a poor business year 
upon the balance sheet figures of business and industry. 
Investors too often are prone to scan carefully a com- 
pany’s income statement, while dismissing the balance 
sheet with a casual glance. Yet the salient items com- 
prising a company’s balance sheet are the very back- 
bone of the business representing as they do the plants, 
property, equipment, inventories, cash, debt, bank loans 
and capital and surplus. A company’s management in 
submitting the annual accounting of its stewardship 
may justly be more concerned with its achievements as 
disclosed by the balance sheet, than the fact that profits 
were something more or less than in the previous year. 

A company may manufacture an excellent product 
and distribute it through a national sales organization, 
but whether or not this product returns a profit sufficient 
to cover costs, capital charges, taxes and adequate re- 
serves and still leave enough to pay a dividend to stock- 
holders, depends upon other factors besides manufactur- 
ing and sales technique. These factors, to mention a few, 
would include foresighted operation of the inventory 
and raw material account, careful selection of credit 
risks, necessary additions to plant and equipment to 
assure most efficient production, when to borrow and 
when not to borrow, proper allocations to depreciation 
and other reserve accounts. All of these factors, if not 
actually disclosed in the balance sheet, are at least 
sufficiently revealed to permit the investor to more fully 
appraise a company’s prospects, than would be possible 
merely by an examination of the income statement. 
After all, the income statement shows what happened 
last year—the balance sheet may well throw considerable 
light on current prospects. 

With this in mind let us consider a composite balance 
sheet of leading and representative companies in many 
industries for what it may show as to the current posi- 
tion and future prospects of business generally. 

In endeavoring to set up such a composite for manu- 
facturing industry as of the close of 1938, the admission 
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of generalities drawn from an examination of the 
majority of available corporate reports is necessary. That 
such generalities may be applicable to a greater or lesser 
degree in the case of specific companies, however, would 
not appear to invalidate their significance or the infer- 
ences drawn from them. 

That the 1938 composite balance sheet of industry dis- 
closes little or no increase in the plant and property is 
hardly surprising, in view of the low level of industrial 
and commercial construction last year and the restricted 
demand for machinery, tools and equipment. In the 
five-year period ended with 1929, business construction 
averaged $4,375,000,000 annually, with the lowest figure 
in these years well in excess of $4,000,000,000. In sub- 


sequent years, the annual volume of business construc-: 


tion has averaged less than $1,800,000,000. While ex- 
penditures for producers’ durable goods in recent years 
makes a somewhat more favorable comparison with the 
pre-depression level, the shrinkage from 1929 to date 





Inventories of Leading Corporations, 1937-38 
(In Millions of Dollars) 


No. End of Fiscal Year Percent 
of Co's. Manufacturing 1937 1938 








Change 
Se $408 $353 —13 
12 Tobacco products................... 356 368 +3 
31 Textile mill products................. 124 104 —16 
12 Clothing and apparel................ 34 23 —32 
16 Leather and shoes................... 103 83 —19 
ee er 145 116 —20 
6 Wood products................22.5. 12 11 —~ 
hn SSCS ee 46 43 — 7 
21 Chemical products................... 163 141 —14 
5 Petroleum products.................. 59 62 +5 
9 Stone, clay and glass................ 47 39 —17 
OS Mel qrodecll.......... 0606 ccc sees. 582 480 —18 
IIE yo ogcissconevacceecses 75 67 —11 
BRI Ase IAB oie so Sie sic deeds Socom iiencin 48 43 —10 
WEE THIEN. ones soins esos ace eoauiees 2,202 1,932 —12 
Trade 

ani cu anal 172 149 —13 
14 Wholesale...........0cccccceeeceee 59 49 —17 
34 eer ere 230 198 —14 
300 Total mfg. and trade......--.------ $2,432 $2,130 —12 


Compiled by National City Bank 
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has been of tremendous proportions. 

Do these comparisons imply that 
the American industrial machine has 
been allowed to run down in the past 
ten years? Not necessarily. Any 
company claiming to be soundly man- 
aged has adhered to a conservative 
depreciation policy, even in the lean- 
est years, and these funds have been 
available for necessitous repairs and 
replacements. 
employed the expedient of revaluing 
their properties to conform with pres- 
ent day values, and in this way have 
been able to make a sizable reduction 
in yearly depreciation allowances. 
The ethics of this procedure, however, 
must be judged individually. Many 
companies have undoubtedly skimped 
upon their outlays for maintenance 
and replacements, preferring to keep 
their stockholders satisfied through 
the medium of dividends. But such 
companies have only postponed the 
inevitable day of reckoning, and 
sooner or later productive efficiency 
will be lowered, if indeed it already 
hasn’t been. Deferred maintenance 
also implies the potential need of much 
new and_ up-to-date equipment, 
which, when conditions and psychol- 
ogy improve would mean consider- 
able new capital, to be raised through 
bank borrowings, bonds or additional 
common stock. 

Unquestionably, the reluctance 
venture capital in recent years to 
seek effective employment in new 
businesses, new products and specu- 
lative undertakings has been largely 
responsible for the comparatively 
static character of the industrial plant 
account. Just how much this attitude 


reflects timidity and lack of confidence . 
and just how much is pure cussedness : 


is problematical. But even with all 
the talk of high taxes, wages, and re- 
forms, a lot of new capital has gone 
into the oil, chemical and aircraft 
industries over the past two years, 
and even more significant, consider- 
ing the less clearly defined prospects 
at the time the money was being 
spent, the steel industry spent ap- 
proximately $840,000,000 during the 
last four years for new plants and 
machinery. 

Several significant changes occurred 
in corporate working capital during 
1938. Chief among these was the 
steady liquidation of the excessive 
supplies of raw materials acquired in 
1937. Inventories of semi-finished 

(Please turn to page 700) 
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Some companies have: 


THE INDUSTRIAL BALANCE SHEET AT THE CLOSE OF 1938 


Property Account (less depreciation).Little, if any, increase shown. 


Cash and Marketable 


Receivables....................... 


Cu 
Securities... 


Assets 


Fairly substantial 
additions to property by such industries as oil, steel, 
paper and aircraft not sufficient to offset static or 
downward trend in other fields. Limited and 
deferred additions to plant and equipment reflect 
timidity of venture capital. 


rrent Assets* 


On balance, cash items increased, principally as a 
result of inventory liquidation. Gains might have 
been more impressive had it not been for the drain 
on cash to maintain unearned dividends, in the case 
of many companies. 


Receivables lower, particularly in heavier industries, 
a natural corollary to the lower level of general 
industrial activity last year. 


GricarileimneGis. oo /oceseSatiae eis Inventories about 12 per cent lower, on the average. 


Decline in physical volume somewhat less than the 
drop in dollar value. Outstanding exceptions were 
oil and tobacco industries, both of which closed the 
year with higher inventories. Inventory correction 
last year promising factor in current prospect. 


Liabilities 


Funded Debt..................... On the basis of the decline in new corporate capital 


Preferred Stock................... 


Common Stock................... 


Notes Payable.................... 


Accrued Taxes................... 


*Net Working Capital 


raised last year through the medium of bonds and 
notes, the net increase in funded debt was probably 
less than 5 per cent. Extremely low interest rates, 
however, encouraged large scale refunding opera- 
tions. Aggregate interest charges were lower but 
the proportionate savings was not adequately re- 
flected, owing to the decline in net income. 


Preferred stock financing and refunding flotations 
last year were off substantially from the level of 1937 
and any increase in corporate preferred stock capital- 
ization was of negligible proportions. 


Total common stock financing was less than $17,- 
200,000 last year, the lowest figure since 1935. 


Current Liabilities* 


Current liabilities declined. Inventory reduction 
permitted a sizable reduction in bank borrowings 
and bond and note financing also accounted for a 
drop in bank loans. 


Tax liabilities and accruals were substantially lower, 
reflecting reduced earnings and modification of the 
undistributed profits tax. Any upturn in current 
profits, however, promises to be accompanied by an 
increased tax liability. 


The proportion of earnings car ied to surplus by cor- 
porations in recent years has become appreciably less 
than in the final half of the 1920-30 decade. Lower 
earnings, higher taxes, and other factors have re- 
sulted in all but a small proportion of earnings being 
distributed to stockholders. Modification of undis- 
tributed profits tax last year altered the trend but a 
significant reversal must await a more profitable year 
for business, and a definite change in corporate 
psychology. 


Principal changes in corporate working capital were 
in the individual items comprising current assets and 
current liabilities, the result of which, however, did 
not appreciably alter the ratio of current assets to 
current liabilities. The year-end ratio averaged 
somewhere between 2to1 and 2.5 to 1. Current 
position, in most instances, appears adequate. Ad- 
ditional requirements would come only with a 
broader and sustained business revival. 




















Business appeasement program, by whatever name it 
should be called, is sincere and is being actively pro- 
moted but is still nebulous and confused. This is 
studied judgment of practically all Washington ob- 
servers after period of skepticism. Doubts are whether 
Roosevelt will remain a little to the right of center or be 
swayed back to the left by group of his former closest 
advisers who want no let-up in reform. Repeal of 
existing reform laws is not in the cards, and most that 
should be expected is lack of new ones. Danger also 
exists that program will falter because of slowness in 
business recovery. 


Tax revision will be held to a minimum. There will be 
a bill, since expiring excise taxes will be continued, but 
despite desire to eliminate tax provisions hampering 
business expansion Congress does not relish general tax 
law overhauling this year. Corporation tax yield will be 
kept at present level, so if modifications are made in 
undistributed surplus, capital gains, excess profits, etc., 
provisions, additional revenue will be sought. 


Economy talk is mostly just that. Chief effect will be 
to keep government expenditures not far above present 
Jevel by preventing large new authorizations. Big deficit 





WASHINGTON SEES— 
Business appeasement program genuine. 
Tax revision to be limited. 

Defense bill restrictions ironed out. 
Senate suspicious of foreign policy. 
Housing legislation to pass. 

Resale price maintenance under attack. 
Revival of business loans proposals. 


Regulation in cloak of statistics. 











will continue, and debt limit will be reached and in- 
creased next year. Abandonment of plan to seek increase 
in lebt limit now is but a gesture. 


Labor clause in defense bill, rejected by conferees, was 
slipped in by Senate without hearings or warning and 
met violent objection from Army and business interests. 
Would have prevented any military contracts going to 
any plant against which labor unions charged discrimi- 
nation. Same proposal was in amendment to Walsh- 
Healey act killed in Congress last year, and would have 
been precedent for extending “labor blacklist” to all 
government purchases. Best guess is Barkley was told 
to sponsor it as price demanded by CIO for entering 
Roosevelt’s labor truce negotiations. 


Neutrality law repeal or revision sought by Roosevelt 
will have tough sledding, although its prospects have 
naturally been much improved by recent events in Eu- 
rope. Nevertheless Roosevelt’s proposal to aid democ- 
racies “short of war” is meeting much criticism on 
ground that experience of the World War may be re- 
peated. 


Bank legislation of general importance will not be en- 
acted this session. Will be discussion of more loans to 
business and of relatively minor changes such as post- 
poning prohibition on interlocking directorates and loans 
to directors, but plans for sweeping overhauling of bank 
supervisory statutes will not be advanced due both to 
intra-Administration disagreements and as part of the 
appeasement policy. 


Loans to business, particularly smaller enterprises, are 
being strongly agitated again as a factor in recovery, and 
Congressional committees may consider the subject soon. 
Many bills are on file embodying three general ideas: 
commercial bank loans insured by RF C; capital-lend- 
ing affiliates of national banks; new system of federal 
intermediate business credit banks patterned after home 
loan bank system. Each plan has its Administration 
supporters. There is more general recognition that banks 
of deposit can’t furnish much long-term capital and less 
talk of forcing banks to be more liberal. 
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Wage-hour amendment to exempt white-collar workers 
is not in sight for near future. Andrews has decided to 
leave it up to Congress and won’t take the initiative. 
Several bills have been introduced but committees aren’t 
interested. There is mild surprise at lack of pressure 
from business for such exemption. 


Anti-trust enforcement vigor and selective nature of 
new policy are shown by current fertilizer investigation. 
Arnold borrowed 165 G-men from FBI, put them 
through intensive schooling on exhaustive handbook on 
fertilizer industry prepared by his experts, sent them 
into offices of 100 firms simultaneously knowing exactly 
what to look for. Expectation is to complete field work 
in few weeks, avoid long-drawn 
investigations. Arnold is con- 
vinced fertilizer prices are too 
high and if he can’t pin law vio- 
lations on producers he will ask 
legislation changing industry 
practices to reduce costs, with 
direct competition by TVA an 
undesired but ultimate alter- 
native. 


Resale price maintenance is a 
special target of anti-trust en- 
forcement, and_ several cases 
now in preparation are designed 
as a flank attack on Tydings- 
Miller act and state fair trade 
laws which Arnold abominates 
but knows he can’t get repealed 
now. Straight resale price main- 
tenance contracts under state 
law sanctions won’t be touched 
but agents will bear down on 
collusion between competitors 
and pressure of distributors for 
certain margins. Special atten- 
tion is being given to price main- 
tenance accomplished by devices other than sanctioned 
“fair trade” contracts. Chicago milk indictment is ex- 
ample. Arnold puts much hope in recent Supreme Court 
decision that copyright ownership doesn’t give movie 
distributors unlimited right to fix theater admissions, 
and will use this doctrine to the limit on other industries. 


Wide World 


Federal oil control proposals have little support in 
Congress and no such legislation will be framed this ses- 
sion. Connally “hot oil” law will be extended, probably 
permanently though National Resources Committee 
wants only temporary extension pending enactment of 
federal control. Bituminous Coal Commission also wants 
oil control to equalize coal prices. Heavy drive for excise 
tax on fuel oil is expected from coal interests later in 
session, with outcome in doubt. 


Housing legislation squabble has more behind it than 
mere jealousy of federal agencies. F H A wants perma- 
nent authority to insure mortgages on existing homes 
and its total insurance limit doubled, frankly admitting 
it hopes to get one-third of all home mortgages in the 
country in order to control mortgage and real estate 
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Senator "Tom" Connally. His "Hot Oil" bill 
will be extended. 


markets. Building and Loan associations, backed by 
Home Loan Bank Board, want FHA confined to new 
construction and no increase in present insurance limit 
(which may be reached in a year), contending banks 
and insurance companies subsidized by government are 
unfairly encroaching on mortgage business of local thrift 
institutions. Roosevelt has intervened for F H A which 
will probably get nearly all it wants. Title No. 1 will 
be renewed, despite F H A opposition, continuing federal 
guarantee of bank loans for property modernization but 
probably with a small premium charge. 


Government reorganization bill is now in form not to 
worry business much, since President’s powers to re- 
shuffle agencies are limited and 
subject to Congress’ approval, 
and doesn’t alter accounting or 
personnel procedures. Fight in 
Congress this year has mostly 
been over method of acting on 
President’s reorganization orders. 


FCC reorganization plans are 
muddled, with great diversity of 
ideas for greater control of com- 
munications industries, which 
means continued uncertainty in 
this field. Doubtful if any legis- 
lation will be passed this year. 
FCC’s appropriation has been 
withheld but will be voted later 
on to permit continuance of ex- 
isting set-up. 


Oil and mineral depletion al- 
lowance for tax purposes, mean- 
ing millions to those industries, 
is again under fire by small 
group of high Treasury officials 
who consider this a “tax loop- 
hole.” Most of Internal Rev- 
enue Bureau opposes any change. Decision may come 
in few months. 


Farm law revision to establish price-fixing based on 
farmers’ cost of production is opposed by Administration 
and is not making much headway in Congress in spite 
of considerable backing. Present outlook is that impor- 
tant legislation if enacted this session will be delayed so 
that it will not apply to 1939 season. Special act may 
get through to keep government-owned cotton from 
depressing current prices but as yet there is no agree- 
ment on procedure since Administration opposes barter 
deals and frowns on foreign dumping. 


Argentine trade agreement is desired by State Depart- 
ment and would be welcomed by Argentina if granting 
real concessions, in spite of that country’s recent insis- 
tence on bilateral trade balance and restrictions on 
United States imports. Chief obstacle is failure of Sen- 
ate to ratify sanitary treaty to lift embargo on Argentine 
meats, and belief here is that Argentina is trying to 
bring pressure for ratification by curtailing imports of 
United States manufactured products. 
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The Motors — 1939 vs. 1936 
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Mocs of the hope entertained for 
business profits in 1939 depends directly 
upon the automobile industry. We 
have never had a highly successful year 
without considerable activity among the 
motor makers since they became impor- 





FACTORY SALES AND DEALER SALES COMPARED 
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tant in our economy, and it is not likely 

that this will be an exception. The rail- 

roads, the steel mills, finance companies, rubber, chemi- 
cals, metals—none can get far without the motors. Yet 
it would be possible under certain conditions for car buy- 
ers to come forward in volume, for the manufacturers to 
exceed last year’s sales results by wide margins and in 
doing so to lift the whole tempo of industry—and end up 
the year with little in the way of profit to show for them- 
selves. 

The threat of profitless prosperity today faces any 
business which has to contend with: 1. Higher wages. 
2. Higher taxes. 3. Lower prices. 4. Sales volume 
which, though gaining, is nevertheless below a previous 
peak to which costs were attuned. And to offset these 
factors the automobile industry has only the one real 
weapon of increasing efficiency in production. 

Paul G. Hoffman, president of the Studebaker Cor- 
poration, recently gave some figures on gross and net 
profit margins of his company. Where Studebaker now 
has a gross margin of $120 on a car listing for $1,000, ten 
years ago the margin was $300. Net profits in the low 
and medium priced fields run only from $25 to $60 per 
car in a 5,000,000-car year such as 1937. Furthermore, 
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despite all the strides in mechanizing production, it takes 
today eight more men working the same number of 
hours to turn out 100 cars than it did fifteen years ago. 
With hourly wage rates well above even 1929. 

Mr. Hoffman is making the point that almost every 
improvement in methods goes back into the business in 
the shape of additional value for the buyer. Shortening 
of one process makes it possible to include a new acces- 
sory as standard, or to build another part better. No 
particular moral virtue is being imputed here to the in- 
dustry for allowing customers as well as employees a pro- 
gressively better break; that has resulted from competi- 
tive necessity, and a desire to build volume at the ex- 
pense of unit profits. The question is: can total earn- 
ings equal or approach former highs and are they likely 
to do it this year with all the drawbacks apparent? 

The year has had an encouraging start so far as sales 
volume goes. January retail sales of cars and trucks 
were below December in a normal seasonal drop, but they 
were 37 per cent above those in January a year ago, while 
factory sales showed a gain of 56 per cent in January and 
February over corresponding months of 1938. The report 
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of General Motors on total sales, domestic and foreign, for 
the first two months of the year set a new record at 306,- 
632 units. This compared with 302,728 units in January 
and February of 1929 and with 303,346 in the same 
months of 1936. The change in the model year distorts 
the earlier comparison, however. 

The General Motors report shows that sales to con- 
sumers in the United States were approximately 28,000 
units below sales to dealers in January and almost 33,000 
units below dealer sales in February. Like the rest of 
the industry, the leader has been stocking up its dealers 
with a double objective. In the first place, manufac- 
turers wish to avoid any sharp fluctuations in assemblies 
which would be at a sacrifice in efficiency. They prefer 
to build somewhat ahead now, probably at the expense 
of production in the second or third quarters, smoothing 
out customary peaks and valleys. Estimating an in- 
crease in retail sales amounting to anywhere from a third 
to as much as two-thirds over a year earlier, they are 
confident enough to anticipate some of this demand. The 
thought of possible labor troubles also causes a desire to 
keep dealers well stocked. A year ago at this time dealer 
stocks set a record at over half a million units, and the 
fact was not only cause for much pessimism as to the 
outlook for manufacturers but was responsible for the 
low operating rates which persisted well beyond the pick- 
up in sales to consumers. Estimates now place stocks 
on hand at very close to the record level, yet little ner- 
vousness is felt, since the main trend is favorable. 
Memories in the industry retain the picture of damage 
done to sales when previous strikes interrupted the flow 
of cars to dealers for comparatively short periods. 

This specter of labor trouble accompanies any sus- 
tained improvement in the automobile business, and 
several incidents without great importance in their own 
right have served to keep it active. However, certain 
definite progress has been made in several directions. 
The Supreme Court decisions outlawing sit-down strikes 
mean a great deal to the man charged with production. 
Because this weapon is denied the strikers the compa- 
nies may save very little in actual payrolls, but they 
will be rid of one costly and upsetting hindrance to 
smooth operations. Small minorities will presumably 
have less chance to prevent the bulk of the work from 
continuing while negotiations as to wages are under way. 
Then too, there has been a change not only in public 
opinion as to the rights of the employer but in govern- 
ment opinion as well, indicating that while pay cuts are 
unlikely the whole subject will be handled on a fairer 
basis in the future. 

If the manufacturers have overestimated their market 
for the approaching quarter, they will be saddled with 
rather formidable stocks in dealers’ hands, but there has 
been little reason to expect a change in the sales trend. 
On the other hand, even if their expectations are ex- 
ceeded, it must be shown that the satisfactory volume 
can be turned into equally satisfactory earnings. For 
this purpose, the best examples are the two publicly 
owned leaders in the industry, whose reports for the 
fourth quarter of 1938 are already available. 

General Motors earned 73c per share on its common 
stock in the first nine months of last year, Chrysler 
$1.53 per share. The best estimates midway in the 
fourth quarter, when the sharp improvement in sales 


MARCH 25, 1939 


volume had become apparent, was that General Motors 
might add a dollar to its earnings for the year in the 
fourth quarter and Chrysler might add twice as much. 
Both companies far exceeded estimates with full year 
profits of $2.17 and $4.32 respectively, and this must 
be set down not to increased volume alone, but to an 
unexpected recovery in net profit margins. 

The balance of the industry, the independents, have 
always been inclined to lag since the three leaders have 
established their wide superiority. During periods of 
slack buying the larger companies get a better share of 
what market exists, and their strong financial position 
enables them to prepare more aggressively for the turn in 
trend. Spreading the cost of tools and dies over a 
greater number of units, with parts frequently inter- 
changeable between various models, the big three can 
make a profit before any of their competitors. 

Such companies as Hudson, Packard, Studebaker and 
Nash-Kelvinator nevertheless have much to interest the 
speculator in their stocks. Due to the lag which holds 
back both their sales and their profits, the market is 
inclined to pay little attention to the independents in 
the early stages of a recovery. Then when it can be 
seen that prosperity will spread over a larger area, stocks 
of these companies are very likely to appreciate more on 
a percentage basis than those of the industry’s leaders. 
This type of what might be called leverage comes into 
play only when favorable conditions are prolonged, so 
that commitments in the issues of the independents are 
necessarily speculations upon the extent of the ap- 
proaching boom. 

The independents have less to lose than the big three 
in the foreign markets, if trouble is to be expected there. 
It is known that Germany has plans for a gigantic cam- 
paign to take away our best foreign customers and ex- 
ploit to the limit this potential source of the foreign ex- 
change she needs. Both Ford’s plant and General Mo- 
tors’ Opel works in Germany will be called upon for as 
large an output as raw material supplies will permit. 
Yet profits built up by German plants cannot, under ex- 
isting conditions, be brought home to parent treasuries. 
American companies are thus in the position of compet- 
ing with foreign makers and even with their own prod- 
ucts in the markets of the world, but of getting no real- 
izable financial benefit. 

In the field of motor trucks (Please turn to page 696) 





Former Earning Power 


Earned per Share 


1936 1937 1938 
Chrysler $14.25 $11.66 $4.32 
General Motors........ : 5.35 4.38 2.17 
Hudson Motor. ; - 3.31 .67 d2.80(a) 
Mack Trucks............. oft 2.41 2.15 d1.56 
WesleKelvinator.............- scecc -85(b) d1.17(a) 
Packard........ ea .47 -20 d .22(a) 
Studebaker... . : 1.01 .37 d .80 
White Motor. . : .68 .07 d1.42(c) 
Yellow Truck ‘B" 1.36 85 d .16 


(a) 9 months. (6) 10 months. (c)6 months. (d) Deficit. 
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The free flow of new funds into productive enterprise is essential 


to recovery. The speculative Capitalist must be encouraged. 


Freeing Venture Capital 


BY LAURENCE STERN 


Tas richest of all countries has now gone 
through nearly a decade of vast unemploy- 
ment, reduced volume of production and 
shrunken national income. These are the 
visible symptoms of something badly 
wrong in the vitals of our economy. They 
are results, not causes. The cause of our 
distress is unemployment of money —a 
greatly curtailed flow of investment and 
speculative capital into wealth-making, 
job-creating private enterprises. 

Diagnosis so far is simple but still super- 
ficial. Why is it that billions of dollars lie 
idle in bank deposits? Why is it that 
expanded bank credit is being put to use 
on important scale only by the Federal 
Government? Why is it that the major 
proportion of all individual and _ institu- 
tional savings are being invested in Gov- 
ernment, state and municipal bonds rather 
than in corporate securities? What has 
become of the speculative-capitalist who 
used to put his money in promising local 
enterprises? 

There is no single answer. The answers 
are many and varied. Some relate to eco- 
nomic or financial factors, some to political 
or governmental factors, some to psycho- 
logical factors. All overlap and mingle in 
a combination 





1936-1938 so complex 
one that only the ignorant or the 
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Roosevelt” or “It’s crazy 
taxes” or “It’s high labor 
costs” or “It’s the S E C.” 
It’s some of those things 
and more too. It’s also the 
vivid memory of painful 
losses in corporate bonds and 
stocks in two serious depres- 
sions within the short span 
since 1929. It’s instability— 
political and economic—here 
and throughout the world. 
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It’s the cessation of long term growth or slowing rate 
of growth in some industries which formerly required 
large amounts of new capital. It’s the reduced increment 
of savings, especially in the hands of the rich and the 
well-to-do. It’s uncertainty about the long range destiny 
of America whereas formerly the vista of unlimited po- 
tentiality for advance in material well-being was taken 
for granted. 

All of which boils down to one inclusive inhibition— 
reduced opportunity for profitable investment in private 
enterprise or what possessors of capital believe to be 
reduced opportunity, which amounts to the same thing; 
increased risk of losses; and reduced rate of return, due 
largely to heavy taxes, even if investments are profitable. 
Reluctance to borrow even exceeds reluctance to lend. 

“Why take a chance? If I win the Government grabs 
a big cut. If I lose, that’s my tough luck. There’s a lot 
to be said for a safe 21% per cent yield on a tax-exempt 
bond.” 

Well, the Government is now trying to do exactly 
the same job which most badly needed doing when the 
New Deal came into power six years ago—that is, win 
the confidence of investors and business men and induce 
a revived flow of private capital into productive enter- 
prise. What the Government has been doing in those 
six years has not made the job easier but more difficult. 
It will not be easy for any Government to solve it 
except over a lengthy period and it is open to question 
whether the present Government can possibly solve it. 
You can’t suddenly and magically dissipate a set of 
deep-seated inhibitions which has been devitalizing pri- 
vate investment and initiative for nearly ten years. As 
in other maladies, the more belated the application of 
the remedy, the more difficult the cure. 


When Money Was Working 


In terms of production, employment and _ national 
income our capitalist system functioned with maximum 
effectiveness in the period 1923-1929. As between that 
prosperous period and the New Deal period of the past 
six years the most significant change has been in the 
financial factor—the employment of private money. In 
considering our long range recovery problem, therefore, 
it will be illuminating to take an objective backward 
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look. What were the major sources of the 
money that financed our greatest of all booms? 
Are they only temporarily closed? 

It came from three chief sources: (1) re-in- 
vestment of business earnings and depreciation 
reserves; (2) new capital raised by sale of 
securities to individual and institutional inves- 
tors; and (3) from bank credit. We have had 
plenty of loose generalizations about the financ- 
ing of that period and too little qualitative 
analysis of it. As a result the true significance of 
the record-breaking volume of security financing 
has been generally exaggerated or misinterpreted 
and the importance of re-invested business earn- 
ings has not been adequately recognized. 


The Financing of 1925-1929 


Over the five years 1925-1929 total new capital 
security financing by domestic corporations 
amounted to approximately $28,500,000,000, an 
annual average of $5,700,000,000. This compares 
with an average of $1,178,000,000 for the two 
years 1936-1937. The difference represents a 
very big shrinkage in the productive employ- 
ment of capital but not by any means as big 
a shrinkage as the bald figures imply. As we 
shall see, a goodly part of the security financing 
of 1925-1929 was not economically productive 
and a goodly part of it also represented specula- 
tive employment of bank credit rather than 
capital savings. 

For instance, investment trust financing 
amounted to $3,197,000,000 or more than 11 
per cent of that $28,500,000,000 total. More- 
over, there was a vast total of holding company 
financing, notably in the field of public utilities, 
which reflected acquisition of existing enter- 
prises rather than creation or expansion of 
enterprises. Thus, utility new capital financing 
for that period amounted to the huge sum of $8,885,- 
000,000 or 31 per cent of the total, but capital expendi- 
tures of operating utilities for the same period amounted 
to only $4,219,000,000—which means that more than 
half of the utility financing was non-productive. Nor 
was security financing to purchase existing enterprises 
confined to utilities. Many industrial companies bought 
competing or related enterprises. Examples that come 
to mind are Chrysler’s acquisition of Dodge and the 
Radio Corporation’s purchase of Victor Talking Machine. 
Also a substantial part of the railroad new capital 
financing of the period, amounting to a total of $2,141,- 
000,000 for the five years, was non-productive, being used 
to purchase control of, or security holdings in, existing 
rail systems. 

It is the writer’s rough guess that fully one-third of 
the corporate new capital financing of 1925-1929 was 
not productive of new wealth or employment. If so, 
we may state the productive new capital financing at an 
average of $3,800,000,000 a year. There has been little 
or no non-productive securiéy financing in recent years. 
Therefore, it is probably near the truth to say that in 
the two best years we have had under the New Deal 
the deficiency in productive security financing, as com- 


MARCH 25, 1939 





Charles Phelps Cushing Photo 


“Recent studies have shown that it takes from $8,000 to $10,000 in 
invested capital, tools and working capital to give a man a job.” 
—Lammot du Pont. 


pared with 1925-1929, was around $2,600,000,000 a year. 

It is not possible to estimate even roughly what pro- 
portion of the $28,500,000,000 total of corporate new 
capital financing of 1925-1929 represented investment 
of true capital and what proportion represented specula- 
tive use of bank credit but certainly the latter propor- 
tion must have been very substantial. We know that 
brokers’ loans and bank collateral loans amounted to an 
unprecedented total of billions and we know that the 
collateral behind such loans consisted of newly issued 
securities as well as seasoned issues. 

We do not desire and will not live to see any such 
credit-financed speculative spree as that which ended 
with the 1929 crash. To match the productive financing 
of the most prosperous past period without speculative 
excess would require corporate new capital issues at a 
rate of approximately $3,800,000,000 a year and absorbed 
by savings. We could do quite nicely with something 
less. 

Few people realize that business in the aggregate 
normally finances purchase of durable producer goods 
in greater degree out of surplus profits and depreciation 
reserve than by security financing. This is especially 
true of manufacturing industry, although long term 
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credit is of primary importance to such typical “debt 
industries” as railroads, utilities and construction. Sta- 
tistical data on corporate savings and depreciation re- 
serves as sources of investment capital is incomplete 
but nonetheless illuminating. For instance, Treasury 
figures on more than 58,000 manufacturing companies 
for the two years 1927-1928 show average annual capital 
requirements were $3,635,000,000, that $1,532,000,000 
was obtained out of depreciation charges, $1,503,000,000 
out of undistributed profits, $836,000,000 out of security 
financing and a minor amount out of short term credit. 
Thus, the open capital market provided only a little 
more than one-fifth of total capital needs. 

Bearing on the same point, output of producer goods 
in 1937 is estimated at $7,318,000,000 but new capital 
security financing by corporations in 1937 was only 
$1,224,000,000. The difference was financed in very small 
measure out of bank credit but mainly out of cash 
resources. Corporate savings—that is, income after 
taxes and dividends—and depreciation charges are the 
major sources of cash business income as distinct from 
bookkeeping income. Especially in manufacturing in- 
dustry, replacement of old equipment accounts for a 
larger volume of producer goods than expansion of 
capacities. 


Surplus Business Earnings 


As a source of investment capital, surplus business 
earnings in recent years have, of course, been far smaller 
than in the ’20’s. Since the greatest production defi- 
ciency of the past six years has been in capital goods, 
it need hardly be said that the onerous undistributed 
profits tax effective in 1936 and 1937 represented the 
strangest of all devices hit upon by a Government pro- 
fessing to desire a revival of private capital investment! 
This tax has been substantially eliminated and probably 
will be completely eliminated this year. That is a move 
in the right direction. 

Due to the impact of heavy taxes there has been a 


rather general tendency to increase depreciation charges 
as far as is permissable. In ratio to gross revenues the 
total annual depreciation charge of all business concerns 
is no doubt substantially larger than in 1929. As a source 
of investment capital this is a partial offset to reduced 
corporate savings. Action by the Government to allow 
still more generous depreciation charges—provided the 
savings in taxes were productively invested—would be 
a simple, logical and effective form of “incentive taxa- 
tion” without objectionable regulatory features. 

There are two sides to the capital flow represented by 
security financing in that it takes two to make a bargain. 
Demand for investments is huge, but is limited almost 
entirely to high grade bonds. The major portion of the 
demand comes from institutions which are limited by 
law to high grade securities. By and large and by free 
choice, individual investors are also sticking closely to 
“safety first” issues. On the other side demand for long 
term credit by corporations of strong credit rating is 
relatively small and the matter of “long term confidence” 
is only part of the story. Business men never have long 
term confidence while a substantial proportion of pro- 
ducing equipment is idle. Only when volume is sustained 
in high ratio to capacity do we ever have a boom in 
producer goods. So far as speculative new issues are 
concerned we are only slightly above absolute zero as 
to both demand and supply. 

This fact may not be generally realized by casual 
observers who look only at total corporate financing 
without questioning how much is for new capital and 
how much for refunding. As a matter of fact refunding 
operations in the 1935-37 period actually exceeded the 
boom years 1925-29 by more than 62 per cent. But 
this represents no increase whatever in the flow of 
venture capital. It is no more than a reflection of abnor- 
mally low interest rates and a necessity which forced 
investors to exchange one investment for another at a 
lessened rate of return. 

The large total of financing for refunding purpose does 
serve to disprove the conten- (Please turn to page 693) 
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A look at one of the largest utility systems with 


an eye to TVA and holding company simplification. 


Commonwealth | 








I, the war between the New Deal 
and the public utilities one outfit has 
been in the front line trenches with- 
out relief for six years, target of the 
heaviest batteries of the TVA and 
PW A artillery. We refer, of course, 
to The Commonwealth & Southern Corporation whose 
commanding general is Wendell L. Willkie, the most ef- 
fective campaigner in the utility industry and the most 
articulate defender of private enterprise. 

It was not to be expected that Gen. Willkie could 
win a complete victory in this war, since the besieging 
forces have all the power of a sovereign government be- 
hind them. But he seems on the point of winning a 
truce with honor and with far smaller material losses 
than might have been logically anticipated. That is no 
small achievement. 

Commonwealth & Southern is a holding company con- 
trolling one large group of operating utilities in the 
middle west and another large group in the southeast. 
The combined system is one of the largest in the country 
—so large that the most convenient method of apprais- 
ing its position and prospect is not to examine it from 
one general perspective but from several. Looking from 
the bottom up, rather than the top down, this analysis 
will consider, first, the physical attributes of the operat- 
ing subsidiaries, for these are the foundation of the sys- 
tem; second, the pertinent financial factors; third, the 
system’s problems in the sphere of government. 

The combined system volume is about equally divided 
between the mid-western group of subsidiaries and the 
southern group. Revenues and earnings of the mid- 
western properties are subject to sharper fluctuations 
than those of the southern properties because of the high- 
ly industrialized character of most of the area they serve, 
but earning power of the northern group substantially 
exceeds that of the southern. Last year, reflecting indus- 
trial depression, gross revenues-of the northern group 
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BY WARD GATES 


amounted to $71,900,000, against 
$74,200,000 for the southern group. 
In 1937 the proportions were the re- 
verse, with the northern subsidiaries 


grossing approximately $75,000,000 
und =the southern $73,800,000. 


The northern group provided approximately 58 per 
cent of the total earning power of the system in 1938 
and 60 per cent in 1937—not all of such earning power 
being applicable to the parent holding company. As 
used here, earning power is total net income of sub- 
sidiaries after all charges but before dividends on pre- 
ferred stocks. The bulk of such stocks is publicly owned. 
The holding company owns virtually all of the common 
shares of subsidiaries but less than 5 per cent of out- 
standing senior securities of the controlled properties. 

The northern subsidiaries, in the order of importance, 
are: Consumers Power Company, serving a broad area 
of industrial Michigan; Ohio Edison Company; Central 
Illinois Light Company; Southern Indiana Gas and Elec- 
tric; and Pennsylvania Power. With the exception of 
Ohio Edison and Pennsylvania Power, these utilities are 
not physically connected and cannot be considered to 
constitute an integrated system meeting the intent of the 
Public Utility Holding Company Act. 

The southeastern properties, again in the order of im- 
portance, are: Georgia Power Company; Alabama Power 
Company; Tennessee Electric Power Company; Mis- 
sissippi Power Company; South Carolina Power Com- 
pany; and Gulf Power Company. This group consti- 
tutes a physically interconnected, integrated system. 
Even after consummation of the agreed deal for sale of 
the Tennessee electric properties to the T V A and to 
certain Tennessee municipalities, and even if portions 
of the Alabama and Mississippi properties are eventual- 
ly disposed of in similar fashion, the remaining southern 
properties would probably have no trouble meeting the 
requirements of the Holding Company Act when ulti- 
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owned electric generating capacity exceeds 
2,150,000 kilowatts, about equally divided 
between hydro and steam plants. In some 
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such as in 1937 for instance, approximately 
60 per cent of electric energy sales, by phy- 
sical volume, are to industrial users, more 
than 16 per cent to residential customers, 14 
per cent to commercial customers, 8 per cent 
at wholesale to other electric companies or 
distributors and the rest for street lighting 
and street and interurban railways. 
Reflecting differences in rates for the vari- 
ous types of service, industrial sales of elec- 
tricity account for approximately 35 per 
cent of gross, sales to other public utilities 
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mately divorced from holding company tie-up with the 
northern group. 

This physical breakdown is far from complete. For 
still better perspective, note the following approximate 
percentages of total system gross and earning power ac- 
counted for by each of the subsidiaries in 1938: Con- 
sumers Power, 25.2 per cent of total gross, 32.2 per 
cent of total earnings after charges; Georgia Power, 20 
of gross, 16.6 per cent of net; Ohio Edison, 12.6 per cent 
and 13.4 per cent; Alabama Power, 13.7 and 12.2; Ten- 
nessee Electric, 11.4 and 10; Central Illinois Light, 5.7 
and 7; Southern Indiana Gas & Electric, 2.7 and 3.4; 
Pennsylvania Power, 2.8 and 2; Mississippi Power, 2.4 
and 1.3; South Carolina Power, 2.3 and 1.1.; Gulf Power, 
1.2 per cent of gross and a fraction of 1 per cent of sys- 
tem earnings. 

Thinking in terms of the system’s relations in the 
T V A area, the key, and most prized, properties are 
Georgia Power and Alabama Power, now that Tennes- 
see Electric has been disposed of. Thinking in terms of 
future integration of the northern group—a plan has 
been filed with the S E C but has not been made pub- 
lic—the key subsidiaries from the point of view of the 
parent holding company will necessarily be the most 
profitable, namely Consumers Power in Michigan and 
Ohio Edison. 

Among the larger cities served in the middle west are 
Battle Creek, Bay City, Flint, Grand Rapids, Jackson, 
Kalamazoo, Lansing, Muskegon, Pontiac and Saginaw, 
all in Michigan; Akron, Youngstown and Springfield, 
Ohio; Peoria and Springfield, Ill.; Evansville, Ind.; and 
New Castle and Sharon, Pa. More important cities 
served in the south include Atlanta, Augusta, Colum- 
bus, Macon and Rome, Ga.; Birmingham (wholesale 
only), Anniston, Gadsden, Montgomery and Mobile, 
Ala.; Pensacola, Fla.; Chattanooga and Nashville, Tenn.; 
Aiken and Charleston, S. C.; Biloxi, Gulfport, Hatties- 
burg, Laurel and Meridian, Miss. 

Not counting construction in progress, the svstem’s 
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for 4 per cent; and 61 per cent is derived, 
about equally, from residential and commercial users. 

In efficiency of operation and quality of management 
the Commonwealth & Southern system ranks among 
the best; and in aggressive and successful sales promo- 
tion it is without superior in the industry. Without 
heavy subsidy in various forms from the nation’s tax- 
payers, the T V A would have a hopeless task in trying 
to match the performance of this private system in the 
matter of lowering residential rates and increasing resi- 
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dential consumption. Charts ac- 
companying this article show 
the system’s record in these re- 
spects from 1929 through 1938 
better than words can tell it. 

Suffice it to say that domestic 
rate of C. & S. subsidaries last 
year averaged 3.15 cents per 
k.w.h., against estimated na- 
tional average of 4.22 cents. The 
T. V Acannot claim any indirect 
credit for this, as C. & S. domes- 
tic rates in the north average 
slightly lower than they do in 
the south. The system’s average 
load per residential user last year 
was 1,173 k.w.h., against esti- 
mated average of 859 k.w.h. for 
the industry. 

Particularly in recent years, 
the Commonwealth & South- 
ern’s achievement in increasing 
domestic consumption of elec- 
tricity—both urban and rural— 
has been almost phenomenal. 
Thus, over the four-year period 
1935-1938 the gain in annual use per domestic customer 
was 63 per cent for C. & S. and only 36 per cent for the 
industry as a whole. 

Turning from the physical to the financial, the Com- 
monwealth & Southern picture is far less favorable—a 
fact common to utility holding companies. Comparing 
1938 with 1929, the system sold about 25 per cent more 
electricity but got about 1 per cent less gross revenue. 
Comparing the more prosperous year 1937 with 1999, 
it sold almost 40 per cent more electricity and got about 
1 per cent more gross revenues. More to the point, sys- 
tem net income to which the parent holding company 





has claim amounted to only $11,860,000 and $15,124,000 © 


in 1938 and 1937, respectively, as compared with $30,- 
381,000 in 1929—a shrinkage of about one-half between 
1929 and the system’s most prosperous recent year. 

It should be noted that consolidated net income re- 
ported by Commonwealth & Southern is the entire net 
income of subsidiary companies which is applicable to 
the securities owned by the parent holding company. 
The subsidiaries do not distribute their total net income 
in dividends. Since the holding company charges no 
service fees, the cash income actually flowing to it is 
represented chiefly by dividends paid on the common 
stocks of the subsidiaries and, in lesser degree, divi- 
dends and interest from subsidiary preferred stocks, 
bonds and notes owned by the holding company. 

Figured on the latter cash income basis, Common- 
wealth & Southern net in 1938 was $5,949,467 or $3.96 
per share on its outstanding $6 cumulative preferred 
stock on which dividends are being paid at the rate of 
$3 a year and on which dividend arrears at the start of 
this year amounted to $12 per share. The figure of $3.96 
per preferred share for 1938 compares with $4.84 for 
1937, $3.24 for 1936, $3.95 for 1935, $4.21 for 1934, $5.36 
for 1933, $7.91 for 1932, $14.57 for 1931, $19.14 for 1930 
and $20.25 for 1929. On the same basis, there has been 
no earning power for Commonwealth & Southern com- 
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mon stock in recent years and not much even in 1929. 
Examination of the consolidated income account of 
the system over a period of years shows clearly the 


causes of shrinkage in earnings. As compared with 
depression low year, 1933, gross revenues for the best 
recent year were up 37 per cent but operating expenses 
over the same period increased by about 54 per cent and 
total taxes increased by 50 per cent. As compared with 
1929, gross revenues are nearly the same, operating ex- 
penses are up by roughly 2 per cent and taxes are up by 
approximately 33 per cent. It may be noted that in 
manufacturing industries, free of the rigidities affecting 
utilities and railroads, operating costs are generally lower 
than in 1929, reflecting technological progress and lower 
price level. 

Provision for depreciation and retirement reserve last 
year was increased to $16,265,000, an increase of nearly 
60 per cent in a four-year period and of nearly 100 per 
cent as compared with 1929. Among utilities generally 
there has been a marked tendency in recent years to 
boost depreciation allowance sharply. With the cor- 
porate income tax burden what it is, utilities have every 
reason to hold down taxable income by making the maxi- 
mum permissable depreciation deduction. The deprecia- 
tion provision of the Commonwealth & Southern system 
last year was a bit more than 11 per cent of gross rev- 
enues. Apparently it is subject to further increase, since 
it compares with 14 per cent for American Gas & Elec- 
tric and more than 12 per cent for North American. It 
is apparently a valid assumption that in former years the 
depreciation policy of Commonwealth & Southern was 
not sufficiently conservative. 

Recent changes in the system’s funded debt and fixed 
charges have not been of major significance. The north- 
ern subsidiaries have been able to do a substantial 
amount of refunding since 1935, with the result that 
total fixed charges for the system last year were $893,862 
less than peak figure of $41,052.583 in 1935 despite some 
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addition to bond indebtedness over this period. As 
compared with 1929, fixed charges are up nearly 
$4,000,000 a year and funded debt is up more than 
$40,000,000. 

Market prices of outstanding senior securities of the 
southern subsidiaries have precluded both refunding 
and new capital financing. This difficulty may ulti- 
mately be resolved but certainly not until T V A pur- 
chases such additional Commonwealth & Southern prop- 
erties as lie within its competitve area and not until 
there is a definite and permanent line drawn between 
T V A’s field of operations and the territory to be re- 
served to Commonwealth & Southern properties. Mean- 
while the holding company, of course, has no induce- 
ment to advance funds to the southern units for any- 
thing more than absolutely essential capital outlays. 

The system’s tentative construction budget this year 
amounts to about $33,000,000, comparing with actual 
capital outlay of $34,777,000 last year. Most of this 
program was launched in 1937 but was slowed down by 
the unfavorable economic conditions of late 1937 and of 
1938. Approximately 140,000 kilowatts of new capacity 
will be completed by the end of this year, chiefly in the 
northern territory and with the lion’s share being taken 
by Consumers Power in Michigan. Of total construction 
budget of $33,000,000, only $9,000,000 will be invested 
this year on the southern properties. 

Funded debt of the holding company amounts to 
$51,874,000 and that of subsidiary companies to total of 
approximately $477,000,000. Subsidiaries have out- 
standing approximately $226,000,000 par value of pre- 
ferred stocks. Also ranking prior to Commonwealth 
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& Southern common stock are the 1,500,000 shares of the 
parent company’s $6 cumulative preferred stock. 

Commonwealth & Southern’s major problems in the 
political realm are two. First, relations with T V A 
in the south. Second, integration in both south and 
north to comply with the Holding Company Act. Re- 
garding the first problem, we are on highly conjectural 
ground. Nobody knows just what additional Common- 
wealth & Southern properties in northern Alabama and 
Mississippi may be ultimately sold to T V A and co- 
operating municipalities, what prices might be paid in 
such deals and what might be the earning power of the 
properties remaining in Commonwealth & Southern 
hands after consummation of such sales. 

The agreement for sale of the Tennessee electric prop- 
erties throws only partial light on the matter. The origi- 
nal T V A offer for these properties was $55,000,000. 
The offer finally accepted was $78,000,000 plus certain 
allowances which bring total price to approximately 
$80,000,000. The agreed figure does at least give some 
recognition to “going business” value, to common stock 
value and to investments not strictly for purchase of op- 
erating properties—and to that extent was a marked im- 
provement over previous T V A offers. Credit for the 
outcome probably should be divided between the dogged 
persistence of Mr. Willkie in fighting for the rights of 
security owners and the pressure put upon the New Deal 
by its waning tide of public favor as graphically revealed 
in the November election. 

From its holdings of bonds, preferred stock and a note 
of Tennessee Electric the holding company will get ap- 
proximately $9,100,000 cash. Its share in a portion of 
the subsidiary’s 1939 earnings and certain other adjust- 
ments bring this sum to around $10,000,000. In addi- 
tion, there appears to be about $7,000,000 left for the 
common stock of Tennessee Electric, of which about 99 
per cent is owned by Commonwealth & Southern, not 
counting retention of ownership of certain transporta- 
tion, water and ice properties which might bring some- 
thing like $3,000,000 when and if sold. 

Therefore, Commonwealth & Southern is getting the 
equivalent of about $10,000,000 for Tennessee Electric 
common stock which it has carried at a stated value of 
$17,749,000. Considering the circumstances, it is not a 
bad price—for what this equity was worth in the years 
before T V A was conceived has no practical relation to 
what it is worth now. For the record, it may be noted 
that Tennessee Electric in the three years 1929-193 
earned an average of about $2,200,000 a year for its com- 
mon stock and paid common dividends averaging about 
$1,680,000 a year. In relation to those figures a price 
of $10,000,000 for the equity is low. But over the four 
years 1934-1937 earnings for the common averaged only 
$660,000 a year, dividend was omitted in 1937 and divi- 
dends for the three years 1934-1936 averaged only $198,- 
000. Therefore, relative to recent earnings—and to the 
fact that T V A competition threatened complete extinc- 
tion of earnings—the $10,000,000 price for the equity 
is not a bad bargain, even though a forced one. 

On the basis of 1938 results, removal of Tennessee 
Electric from the Commonwealth & Southern system 
would figure to reduce system gross by about 11 per 
cent and total subsidiary earnings by about 10 per cent. 
On the other hand, this may (Please turn to page 694) 
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Courtesy Boeing Aircraft Co. 


One of the U. S. Army's giant flying fortresses made by Boeing. 


Reappraisins the Aircrafts 


BY NORMAN CREIGHTON 


Over the next two years leading aircraft manufac- 
turers will build a lot of planes. This is the known factor 
in the outlook for the aircraft industry. How much 
money will be made and who will make it is not so 
well known. 

Until recently aviation stocks have been favored by 
all sorts of bullish news: talk of Government orders run- 
ning as high as 13,000 planes; large foreign government 
orders; ambitious new commercial ventures; capacity 
operations, and large earnings. Just the sort of ammuni- 
tion which fires speculative enthusiasm. Last December 
aircraft stocks reached the highest levels for the year. 
In the subsequent decline in the market to the January 
lows, aviation stocks held up better than many other 
groups but since then they have‘showed only slight rally- 
ing power. While most of the leading aircraft issues are 
not off substantially from their previous highs, their 
recent market action would seem to indicate that market 
enthusiasm has been tempered, or is at least being held 
in check, until it is possible to get a more definite line on 
the Government aviation program and the manner in 
which Congress proposes to handle it. 

The major force in the current prospect for the avia- 
tion industry is the Government program for the build- 
ing up of our national air defenses. If this seems to be 
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stating the obvious, the fact nevertheless cannot be 
emphasized tdo strongly. Commercial and civilian avia- 
tion have been making rapid forward strides in recent 
years, but if aircraft manufacture were solely dependent 
upon demand from these sources, it would fall consider- 
ably short of being a thriving industry. Most manufac- 
turers would be “in the red,” with only a handful showing 
modest profits. It is the large current and potential 
demand for fighting planes in furtherance of defense pro- 
grams both in the United States and abroad which has 
provided the dynamic element in the outlook for the 
aviation industry. Such being the case any appraisal of 
the prospects for individual manufacturers of aircraft 
involves chiefly a consideration of their relationship to 
the military and naval aircraft program now being 
unfolded in Congress. 

Both the House and Senate passed the Army and Air 
Sorps expansion authorization bill by a large majority. 
This legislation authorized an increase in the Army Air 
Corps to 6,000 planes, involving a total expenditure of 
$170,000,000 for the construction of new planes. The 
Senate bill, however, carried an amendment limiting 
manufacturers’ profits to 10 per cent on Army aircraft 
contracts, and the so-called Barkley amendment which 
prohibited the awarding of contracts to manufacturers 
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who refused to bargain collectively with employees or 
prevent their organization into labor unions. Subse- 
quently, however, House and Senate conferees struck out 
the Barkley amendment and raised the limit on profits 
from 10 to 12 per cent. The bill also underwent another 
important change in conference. The original amend- 
ment limiting profits permitted inclusion of losses on 
contracts awarded within one year in the commutation 
of costs on contracts for the immediately succeeding 
year. As changed in conference manufacturers will be 
allowed to make an average profit of 12 per cent over a 
period of five taxable years. The bill as amended in con- 
ference was then passed by both Houses. 


Profit Limitations Liberalized 


The conference changes made in the amendment limit- 
ing the percentage of profit promise to have a salutary 
effect upon the earnings of manufacturers awarded Army 
aircraft contracts. Restricting manufacturers to a 10- 
per cent profit with the privilege of averaging losses over 
a period of only one year, might well have meant that in 
actual practice profits would have been much less than 
10 per cent. In fact that has been the experience of 
manufacturers who have filled orders for Navy aircraft. 
Under the provisions of the Vinson-Trammell act profits 
on Navy contracts are limited to 10 per cent, but under 
Treasury Department rulings as to what might properly 
be charged against expenses, manufacturers’ actual profits 
have been considerably less than 10 per cent. The 
Vinson-Trammell act is effective on each contract indi- 
vidually, precluding any opportunity for suppliers to 
make up previous losses on subsequent contracts. 

Up until the present time there have been no limita- 
tions by the Army on manufacturers’ profits but the 
Army Air Corps has always provided a careful check of 
manufacturers’ costs, and testifying before a Congres- 
sional Committee in 1937 the late Major General West- 
over, Chief of the Air Corps, stated that over a period 
of years manufacturers’ profits on military aircraft con- 
tracts averaged about 10 per cent. In the circumstances, 
the preference of airplane builders for Army business was 
understandable. Moreover, their experience in conform- 
ing with the amended Army authorization promises to 
be equally satisfactory, unless the methods of computing 
profits as determined by the Treasury Department are 
unduly restrictive. The bill provides that these methods 
must be prescribed by the Secretary of the Treasury 
before April 30, next. 

The amended bill also contained an important pro- 
vision relating to competitive bids. Up until the present 
time procurement policy of the Air Corps required 
competitive bidding by aircraft manufacturers. Success 
was determined by a ten-point standard, with price 
subordinate to performance. This meant that a manu- 
facturer would be required to spend as much as $200,000 
on an experimental plane, all of which might be a prac- 
tical loss if he were an unsuccessful bidder, while the 
successful bidder would probably be abl to write off his 
development costs against his contract. This policy 
meant that only the most resourceful and financially 
strong manufacturers could compete for Army business. 

The current authorization bill, however, provides that 
in the case of competitive bidding requiring that sample 
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planes be submitted, the Secretary of War, if he so 
desires, may purchase not more than one plane from not 
more than three of the losing bidders, in order of merit, 
at prices not exceeding 75, 60, and 50 per cent respec- 
tively of costs applicable to the development and manu- 
facture of submitted samples. This means that risks of 
possible losses by unsuccessful bidders will be mitigated 
and smaller manufacturers will be more encouraged to 
submit samples. 

In the awarding of contracts the Navy follows a more 
complicated procedure. Designs only are submitted, 
contracts are awarded for the construction of from one 
to three experimental planes and full contracts are subse- 
quently awarded to the one judged superior. Despite 
the fact that the Navy pays for the costs of experimental 
planes, manufacturers encountering unforeseen “bugs” 
and costs have been compelled to absorb large losses. 

Procurement methods applied to the purchase of both 
military and naval aircraft have undoubtedly accounted 
for the failure of some manufacturers to show better 
profits than reported sales would seem to have war- 
ranted. However, in drawing up and amending the 
Army authorization legislation, Congress appears to 
have paid some heed to the problems of aircraft manu- 
facturers as well as recognizing the necessity of removing 
unjustifiable legal impedimenta in the interests of ex- 
pediency and efficiency in building up the nation’s air 
defenses. 

The Army Air Corps’ present maximum strength is 
limited to 2,320 planes, to be attained by June 30, 1940. 
To bring the total up to 6,000, at least 3,680 new planes 
will be required—probably more in view of the rapidity 
by which planes now in use may become obsolete. Under 
the Naval Expansion Act of 1938, the Navy is authorized 
to bring its air force up to 3,000 planes. To meet these 
quotas, $170,000,000 has been allotted to the Army— 
$21,000,000 to the Navy. In addition an aggregate of 
$65,000,000 has been allotted to both services in the regu- 
lar budget for the year ending June 30, 1940. In short, 
over the next two years the Government will pour 
upwards of $250,000,000 into the aircraft industry. 


Record-Breaking Production 


That this huge Government appropriation will pro- 
vide the industry with a fillip of no mean proportions is 
indicated by the fact that in 1938, the industry’s peak 
year, the total value of planes, engines and parts for all 
purposes both domestic and export shipped by members 
of the Aeronautical Chamber of Commerce amounted to 
$130,000,000. The latter figure would be increased some- 
what if it were possible to include all manufacturers, 
but it is a safe assumption that the Government ap- 
propriation for the next two years exceeds it by at 
least $100,000,000. 

With the aircraft industry faced with the necessity of 
meeting a short-order demand far surpassing any in its 
history, many a thoughtful investor and speculator has 
taken time out to consider the industry’s ability to fill 
such an order. Last year one frequently read that this 
or that company was operating its producing facilities at 
capacity. If such were the case, was it not likely that 
many companies would be forced to enlarge their plants 
and equipment, entailing new (Please turn to page 698) 
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Leading Aircraft Manufacturers 





Earned 
Per Share Dividend Recent COMMENTS 
1938 (a) Price 





Bell Aircraft .............. 0.33 None 25 Smaller unit originally making aircraft equipment. Began manufacture of 
complete planes for Army last year. Unfilled orders early in February totaled 
$3,675,000 vs. $1,200,000 a year ago. May receive important re-orders. 
Recently offered 40,000 shares of common at $21 to raise working capital. 
Current earnings should be higher but dividends not imminent. 








Bellanca Aircraft .......... 0.99 0.40 8 Manufactures military, naval, commercial and private planes and parts. For- 
eign business bulks large. Reported to be negotiating $8,000,000 order with 
China for bombing planes. Unit sales in 1938 up 40%. Recent issuance of 
100,000 additional shares bolstered working capital. 





Boeing Airplane peed oan ee Nilfe) None 26 A leading maker of military and commercial planes. Has sizable Army orders 
for "Flying Fortresses'’ and recently appears to have regained a prominent 
standing in commercial field. Heavy development costs last year practically 
eliminated profits. Current outlook better. No recent financial statement 
available. 





Consolidated Aircraft ...... 2.55 1.00 23 Sales last year at record high; earnings included a portion of profits realized in 
1937 in accordance with company's policy of handling Navy contracts. Unfilled 
orders substantially lower at beginning of current year, but may receive larger 
Gov't. orders this year. Specializes in flying boats for Navy, but also makes 
military planes. Finances comfortable. 








*Curtiss-Wright eat ade eee 0.17 None 6 A leading manufacturer of planes and equipment, including highly successful 
radial-type engine, accounting for about 50% of total sales volume. Foreign 
business contributes about one-third of revenues. Has large unfilled foreign 
orders. May effect recapitalization. 





*Douglas-Aircraft ha eae ahr 3.75(b) 3.00 66 One of the most progressive makers of both military and commercial planes. 
Latter have made important contributions to earnings in recent years. Devel- 
opment costs charged to earnings. Recently booked large French order. 
Finances appear adequate. Further important expansion in earnings indicated. 





Grumman Aircraft Eng. Corp. 1.30 0.75 17 Small company with a record of consistent growth. Shipments last year be- 
lieved to have been nearly double 1937 volume. Has supplied both Navy 
and Army and has also developed important commercial and export business. 
Earnings last year largest in company's history. Finances good. Shares have 
speculative promise. 





Piet ARB 0.67 None 29 Foreign business has recently assumed large proportions and unfilled orders 
at beginning of year totaled more than $33,000,000, largely for export. Sales 
last year, $10,274,503. Recently issued 112,454 shares additional stock for 
larger working capital. Has developed successful pursuit plane for Army. 
Shares interesting speculation. 


Lockheed Aircraft 








*Martin (Glenn L.) en ate 3.00(e) None 34 Has displayed excellent progress in development of both military and com- 
mercial planes. Preponderance of foreign business results in better-than- 
average profit margin. Capacity has been increased to permit production of 
about 1,000 planes annually. Has booked large volume of current business. 











*North American Aviation . 0.55 0.40 16 Output last year largest in company's history. Company now engaged ex- 
clusively in manufacturing activities. Large percentage of export sales 
accounts for comparatively high profit margin. Current backlog now in 
excess of $25,000,000, as compared with total sales of $10,062,345 in 1938. 
Finances strong. General Motors owns 29.55% of stock. 





*Sperry Corp. Pe eee aaa: 2.25(e) 1.60 4| Company is a leading and successful manufacturer of aircraft and precision 
instruments. Also makes various ordnance and marine devices. Meets very 
little competition. Finances strong and prospects augur well for higher 
current earnings. ’ 














*United Aircraft .......... 2.12 1.25 37 Second largest manufacturer of planes and engines. Sales have expanded sub- 
stantially in recent years, the gain last year amounting to 25%, a new high 
record. Foreign business substantial and plant facilities would permit consid- 
erable further expansion in output. Finances appear adequate. 




















(a) Paid 1938. (b) Year ended Nov. 30. (e) Estimated. * In our opinion, the more attractive as well as the more conservative mediums for 
participation in aircraft industry. 
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The Investment Clinie 


Increasing Investment Yield—Special 


Fornightly Suggestion for 


Income 


Conducted by J. S. WILLIAMS 


Should | Hold What | Would Not Buy? 


“If you wouldn’t buy it, don’t hold it.” Few people 
conversant with investment matters have not heard that 
one. And few have not wondered at one time or another 
how, or whether, it applied to their own particular cases. 

The logic of the remark, within limitations, is fairly 
obvious. Why even hold onto a security which is not 
sufficiently attractive to warrant further purchases? 
Or, more to the point, why hold a stock or bond which, 
were it not already in your portfolio, would certainly not 
be added to it under current circumstances? Bezause 


maintain a balanced portfolio even though the partic- 
ular issue might not be especially attractive on its own 
merits. Any well rounded list is likely to include one 
or more securities whose retention is advisable on this 
basis alone. 

Then, too, there is the question of taxes. At times it 
is advantageous to hold on to a stock or bond that might 
otherwise be disposed of in order to establish a “long 
term” rather than a “short term” capital gain, or to hold 
capital gains for the period below a certain level. Also, 
retention is occasionally warranted in order that a loss 
which will not reduce tax liability for the current year 


its sale would mean taking a loss? — 
a poor reason indeed unless the 
security in question is a promising 
vehicle for recouping the loss, and 
this would be counter to the initial 
stipulation of the remark quoted 
above. Because sale might cut 
short a paper profit?—also an in- 
adequate answer for paper profits 
are notoriously illusory until re- 
alized; if, on the other hand, pros- 
pects are for a further worthwhile 
rise, the security is a “buy” as well 
as a “hold,” which again is con- 
trary to the original hypothesis. 
Or because of sentimental reasons, 
indecision or inertia?—though com- 
mon failings of many investors, 
these have no place in the intelli- 
gent management of investments. 

It is thus apparent that the 
quoted remark, glib as it is, is not 
without merit. However, like all 
rules-of-thumb relating to invest- 
ment matters, it is subject to quali- 
fication depending on the circum- 
stances in any individual case. 

Take, for example, the matter of 
diversification. There are fre- 
quently instances where a security 
may properly be held in order to 
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AMERICAN CHICLE 
Recent Price: 120 Divd. Rate: $4.00 


This is the second of special fortnightly in- 
vestment suggestions to those interested 
primarily in income, safety of principal and 
sound investment standing. Each subsequent 
number of the Magazine will contain one such 
selected issue. 


American Chicle is one of the three lead- 
ing manufacturers of chewing gum in the 
United States. 

Earnings per share amounted to $4.19 in 
1929 and in the worst subsequent year, 
1932, were $3.76, a decrease of less than 
11 per cent. An all time high of $8.27 was 
reached in 1937, while a 9 per cent decline 
last year resulted in earnings of $7.54. 

Dividends have been paid without inter- 
ruption since 1926 and in the last nine years 
have not amounted to less than $3 an- 
nually. Current rate is $1 quarterly but 
extras of $2.50, $3 and $1.50 were dis- 
tributed in 1936, 1937 and 1938, respec- 
tively. 

Capitalization consists solely of 437,300 
shares of no-par common stock. Financial 
position is strong. 





and which cannot be carried over 
to the succeeding year will not be 
“wasted” for tax purposes. 

Finally, in the case of the short 
term trader, commissions and 
transfer taxes must be considered. 
Day to day speculators, scalping 
only a point or two at a time, may 
reasonably maintain positions 
where the prospect for further 
profit does not justify additional 
commitments. 

Thus it is apparent that the 
question is not one that can be 
answered in a word or a phrase 
even though the admonition 
against retention of issues not at- 
tractive enough for purchase is by 
no means without logic. Properly 
qualified, it boils down to this: 
that in a world where nothing is 
static, the problem of investment 
management is one of continuous 
appraisal and reappraisal giving 
consideration to events of the past 
only insofar as this may be helpful 
in understanding those of the 
present and anticipating those of 
the future, and relegating to the 
background all but truly essential 
considerations. 
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PRESENT PORTFOLIO 


Amt. Value Income* 
Bonds 
5M_ U.S. Treas. 114%, 1941........ $5,150 $75 
SMM ULS. Trent: 150%, TIM: © on cccececwerss 8,200 130 
BRA GS, Weeess 19675; FG4D. «occ che Sees cos es 5,220 838 
4M U.S. Treas. 240%, 1945... 0... ccc ccc ween 4,310 100 
SMM U.S. Treas. 3947, T9AGAG:. ...ecccescccees 3,330 98 
GMA US. Trent: 475, 1GRCIA ein cic cc ciac scans 6,960 240 
Mr es rastietewhivcakient eke be awecuorns $33,170 $731 
Preferred Stocks 
Common Stocks 
re PATRI TCE o.oo oe ocacg: cx are reccctwre tie Sole ooleobs $3,885 
B00 “Aiea Caml AleORGl: 6.0526. hareieckcccte'sieenas 2,000 
CO Bao oii nioisic tions vane ctec wee 2,400 Ae 
WO ENS RIN Boo ain '5 0.55. o iu mei dso ONG RES Os 2,300 $120 
a ee ei E 2,250 
i aE ee 1,750 
en eT re 3,000 Seely 
Oy Soa ds be nq ures nase ba wows Obes 2,125 50 
Pe Ue WRENN go Sac oo. cceceray erareceleca-easera ols 1,600 
ley MII TI ogee oie céc ka ie soierded bigcive acasacgrerecareies 1,800 
OS ee 2,600 
EN” SME MEMUNIOON oe 5.65.6 kia-y oes. s aad reataare cee 3,300 90 
MD NE Gy AMON ois ssesce-0 oe cia A iale ais HO aR Uae 2,580 
NN oy a's c's exenaswedekewebces 1,950 
ero ce crs Sox ketcnce yes $33,540 $385 
Re yg $66,710 $1,116 


‘Based on 1938 Payments 








SUGGESTED PORTFOLIO 


Amt. Value Income* 
Bonds 
3M_ U.S, Treas. 314%, 1944-46. . $3,330 $98 
3M_ Arkansas P. & L. 5%, 1956... 3,120 150 
4M_ Goodrich Deb. 6%, 1945........ 4,080 240 
3M_ Republic Steel 414%, 1961. . 2,820 135 
3M_ Standard Oil (N. J.), 3%, 1961 3,180 90 
Total $16,530 $713 
Preferred Stocks 
25 Armour of Del., $7 $2,525 $175 
25 Cons. Edison of N. Y. 2,675 125 
25 Colgate Palm. Peet, $6.... 2,575 150 
25 Firestone, $6....... 2,575 150 
50 Gimbel Bros., $6. . ye 3,200 300 
50 North Amer. Co., $3... 2,800 150 
Total ; ; $16,350 $1,050 
Common Stocks 
20 American Chicle $2,400 $110 
50 Amer. Gas & Elec. 2,000 70 
50 Bristol Myers.. 2,300 120 
50 Commercial Credit 2,750 200 
50 General Electric 2,100 45 
50 General Foods 2,100 100 
50 Int'l Nickel 2,700 100 
50 Lone Star Cement 2,800 150 
50 Montgomery Ward 2,700 75 
25 Penney, J.C.... 2,175 106 
25 Philip Morris 2,500 113 
25 Union Carbide 2,125 60 
25 U.S. Gypsum 2,625 50 
40 U.S. Steel 2,580 
Total.... : $33,855 $1,299 
Grand Total $66,735 $3,062 





A Middle Course 


A subscriber has written us as follows: “I have my 
money in what I consider extremes—half in tax-free 
Governments and half in what I believe are highly 
speculative enterprises which give me little or no return. 
I need more money to live on. Can you suggest a 
middle course?” 

The writer’s present holdings are shown in the accom- 
panying table. Also included is a suggested list which, 
we believe, constitutes a reasonably satisfactory solution 
to the problem stated. However, in attempting to im- 
prove the income characteristics of the portfolio, we 
have not ignored the question of capital appreciation. 
For to do so is to run the risk of an actual shrinkage in 
principal; in other words, unless some issues are in- 
cluded primarily for their speculative appeal, a certain 
amount of unavoidable depreciation among securities 
held mainly for income is likely to result in an over-all 
depreciation more than offsetting the margin of improve- 
ment in income. With this proviso in mind, let us ex- 
amine the basis for the revisions recommended. 

In the first place, ownership of Government bonds, as 
far as the ordinary investor is concerned, entails a 
greater sacrifice in yield than is justified by the security 
of principal afforded. This is because these obligations, 
due to their tax-free status, command a premium among 
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very large investors over and above that deriving from 
the very low risk factor. Except for individuals in the 
topmost income brackets, little or no advantage accrues 
from the payment of this additional premium and the 
consequent sacrifice in yield. For this reason we have 
suggested the sale of all but $3,000 principal amount of 
Governments now held, and the substitution of medium 
and high grade corporate bonds and preferred stocks. 
These were selected mainly with an eye to income but 
all are selling below call and at least one of the preferreds 
—Gimbel Brothers $6—is thought to have interesting 
appreciation possibilities. 

Recommendations affecting the common stock section 
of the list, which we feel should continue to represent 
about 50 per cent of the portfolio’s total value, have been 
directed toward the elimination of non-dividend payers 
except in one instance—U. S. Steel—where prospects for 
better than average price enhancement dictated reten- 
tion. Not all of the equities suggested for purchase were 
selected on a yield basis only. U.S. Gypsum, Lone Star 
Cement and General Electric are likely beneficiaries of 
increased residential and public works construction and 
larger equipment outlays by the public utilities. Com- 
mercial Credit has been advised in place of Chrysler 
because of its higher and more stable yield as well as 
appreciation possibilities approaching these of the motor 
stock. Philip Morris and (Please turn to page 696) 





673 











Coming Investment Favor 


of Merchandising Issues 


Good Earnings Prospect, Attractive Yields, 


Appreciation Possibilities 


BY H. M. STANCHFIELD 


F:. some weeks now the merchandising issues have 
been doing rather well marketwise—noticeably better, in 
fact, than the rest of the list. There are, of course, a 
number of sound reasons for this. For one thing, political 
pressure in the form of punitive chain store taxes is 
definitely on the wane. For another, recent operating 
results of the principal retail merchandisers, handling 
mostly consumer goods, appear to advantage in com- 
parison with those of producers and distributors of heavy 
goods lines. These factors, together with a long record 
of relative earnings and yield stability, are stimulating 
demand for merchandise issues from investors, both indi- 
vidual and institutional, interested primarily in income. 
And this increasing investment demand, in itself, is foster- 
ing further price improvement. 


That recent gains in retail trade volume will be ex- 
tended in coming months is indicated by the prospect 
of expanding private payrolls with termination of the 
present business lull, continued Government spending 
despite current economy talk in Washington and, with 
special reference to the New York area, the opening of 
the World’s Fair a few weeks hence. 

All this, of course, has to do mainly with sales pros- 
pects. But as the 1937 record bears witness, sales and 
profits do not invariably move together. In the year 
cited, total volume for the three merchandising groups 
we are concerned with here—mail order houses, depart- 
ment stores and variety chains—-was up about 6 percent 
from the previous year. However, due to a more than 
proportionate rise in costs and operating expenses as 
well as year-end inventory write- 
downs, earnings of a great majority 





Ten Favored Merchandising Companies 


of companies dropped substantially 
below 1936 levels. This was con- 
trary to experience in almost all 
other lines of business and serves to 


Earnings Net Income as Dividends % Sales Approx. : 
Per Share % of Sales Paid Decld.* Gain = Mkt. emphasize the vulnerability of retail 
Mail Orders 1937, 1938 |= «1937'S s«1938)=S «1938 = 1939 s«1939_~—Ss~Price merchandisers to sharp or sudden 
Montgomery Ward.... $3.41a  $3.50a 4.6 4.7 $1.50 $0.75 14.7f 50 increases in commodity prices and 
Sears Roebuck........ 5.58a 4.50Ea 5.7 Bae 5.50 0.75 13.1f 74 manufacturing wage rates (affecting 
Spiegel, Inc... .... 1.66 0.91 4.6 3.1 0.50 None 20.0jf 14 cost of goods sold) and operating 
expenses (mainly personnel costs) 
Dept. Stores which cannot readily be passed 
Best &Co.......... . 402 3.354 7.6 6.7 2.32% 0.65 56 along to the consuming public. The 
Gimbel Bros.......... 1.198  def.Ea 2.3 None = None se 12 current trend of commodity prices, 
Marshall Field........ 42.41 1.08. 4.4 None None... 13 which is only slightly upward, and 
May Dept. Stores..... 4.002 3.00E 4.6 re 3.00 0.75 50 the newly chastened attitude of 
labor are, therefore, important bull 

Variety Stores points in the present outlook. 
Green, H.L.......... 3.022 2.834 5.5 5.3 2.20 1.00 10.1f 30 However, a general rise in retail 
Murphy, G.C........ 5.84 4.77 7.1 5.9 3.25 1.25 9.25 60 trade this year, though more than 
Penney, J.C......... 6.52 5.40 6.0 5.3 4.25 0.75 8.sif 85 likely to result in higher total profits, 


a—Fiscal year ending January 31 of succeeding calendar year. E—Estimated. 


ruary. jf—January and February. *—Dividends declared to March 15. 


does not mean that increased vol- 
ume and earnings will accrue equally 
to all retail groups or that anything 
like equal percentage gains will be 


d—Deficit. f—Feb- 
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Gendreau Photo 


shown by individual companies in any single group. 
Take the mail orders, for example, which are setting the 
sales pace at present and seem likely to hold their lead 
by a comfortable margin. 

Spiegel, Inc., hit harder profitwise in 1937 and 1938 
than either Montgomery Ward or Sears Roebuck, is now 
running neck and neck with its larger competitors in 
rate of sales recovery and, were the current figures avail- 
able, would probably be found out in front on an earn- 
ings basis. Spiegel’s February volume was up 14.6 per 
cent from a year ago, following a 28 per cent rise in 
January, while February gains for Montgomery Ward 
and Sears Roebuck amounted to 14.7 and 13.1 per cent, 
respectively. Ward’s somewhat better sales showing 
than Sears over recent months is probably due in part 
to the lag in urban retail trade as compared with rural 
sales, the former having only recently begun to show 
worthwhile improvement. For while retail stores of the 
first named company, contributing some 55 per cent of 
total sales, are located for the most part in smaller cities 
and towns serving rural areas, those of Sears, accounting 
for around 60 per cent of gross, are situated mainly in 
larger metropolitan centers and their suburbs. Spiegel, 
having disposed of its retail chain eight years ago, now 
does only a mail order business. 

The department store group suffered most from the 
cost-price squeeze of 1937. Profit margins of these con- 
cerns typically run well below those of the mail order 
houses and variety chains even under normal conditions. 
(Best & Co. is an outstanding exception, dealing as it 
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does in high quality wide margin goods.) 
Sales were generally {ower in 1938 and in 
most cases net income as a percentage of 
sales showed a further decline. But needless 
to say, the latter half of the year saw marked 
improvement. The Federal Reserve’s sea- 
sonally adjusted index of department store 
sales rose from a low of 78 in May to 89 in 
November. The subsequent minor setback 
in general business activity had lowered the 
index to 86 by February but indications are 
that some betterment has occurred thus far 
in March. 

The outstanding success story of the year 
was that of Marshall Field. By reorganizing 
and eliminating certain lines in the manu- 
facturing division and by effecting substan- 
tial reductions in administrative overhead 
and selling expenses, this company converted 
a 1937 deficit of $2.11 per share into a 1938 
profit of $1.04. The manufacturing end of 
the business, which lost $5,679,000 in 1937, 
broke even last year, thus permitting a com- 
fortable over-all profit from store operations 
which have been consistently in the black 
since 1932. 

As for New York stores, the biggest factor 
in the present outlook is the World’s Fair 
which opens April 30. The influx of visitors 
in subsequent months should go far toward 
offsetting the usual sales slump after Easter 
which, incidentally, comes a week earlier this 
year, falling on April 9. That the Fair will 
prove a marked stimulus to Manhattan 
department store sales is borne out by the Chicago rec- 
ord in 1933, the first year of the Century of Progress 
Exposition. As measured by the Federal Reserve’s 
index, sales in the Chicago district during the six months 
April through September, 1933, were 3.86 per cent ahead 
of the like 1932 period as compared with an increase of 
only 0.25 per cent for the country as a whole. Also, the 
gain from March, 1933, to August, the high point of the 
year, on a seasonally adjusted basis, amounted to 39.3 
per cent against 27.6 per cent for the entire nation. The 
San Francisco Exposition of 1939, which opened about 
the middle of February, had little immediate trade effect, 
but a sizable upturn has been reported in more recent 
weeks. 

It is expected that some 10 to 12 million out-of- 
towners will be drawn to New York by the Fair and that 
their expenditures will total at least $500,000,000, of 
which around $75,000,000 will go directly into retail 
trade. These figures, necessarily rough estimates though 
more on the conservative side than otherwise, indicate 
that business from this source alone may be enough to 
lift New York department store sales 6 to 8 per cent 
above 1938 levels. Most likely beneficiaries are Gimbel’s 
(especially the Saks Fifth Avenue unit) and Best, whose 
Fifth Avenue labels will probably carry much appeal for 
out-of-towners. At the other end of the scale, Macy’s, 
by virtue of its widely publicized low price policy, also 
seems likely to get its full share of the prospective wind- 
fall. Arnold Constable, whose 1938 earnings of 85 cents 
a share topped the 75 cents (Please turn to page 693) 
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Chilean Copper Tax 


The copper export taxes embodied 
in the Chilean earthquake recon- 
struction bill, recently passed by the 
Chamber of Deputies and submitted 
for study to the finance committee 
of the Senate, have aroused consid- 
erable opposition among the more 
conservative political elements in 
that country. At this writing there 
appears to be a fair chance that the 
Senate will eliminate or modify the 
tax provisions of the bill or, in the 
event of passage, that President 
Cerda will veto the measure. How- 
ever, should the levy be en- 


For Profit and Income 
a eae cee een 


tax would be around 14 cents a share. 
Smelting's Earnings "ex-Mexico" 


The recently issued annual re- 
port of American Smelting and Re- 
fining shows 1938 net income equal. 
after preferred dividend require- 
ments, to $3.24 per common share 
as compared with $6.54 for 1937. 
According to President Guggenheim, 
approximately 18% of the company’s 
earnings in the early part of the 


vear were from Mexico, with the 
percentage declining as the year 


progressed. Even applying the 18% 





figure to the whole year, the com- 
pany’s earnings were at least $2.66 
“ex-Mexico.” On this basis it would 
appear that Smelting could earn 
from $4 to $5 a share in 1939 leay- 
ing Mexico entirely out of the pic- 
ture, and that with the stock cur- 
rently selling around 46 the market 
is over-discounting the possible ef- 
fect on earnings even if worst comes 
to worst and the Mexican propertics 
are confiscated outright. 


Low-Priced Studebaker 


Four million dollars and four years 
research have gone into the 





acted and approved in the form 
proposed (1.—10% on the dif- 
ference between the world price 
and 6 cents when said price 
is from 6 to 10 cents a pound, 
or 2.—the above impost plus 
20% on the difference between 
the price and 10 cents when 
the price is from 10 to 15 cents, 
or 3.—the above impost plus 
30% on the difference between 
the price and 15 cents when 
the price exceeds 15 cents), 
both Kennecott and, more par- 
ticularly, Anaconda will be 
considerably affected. About 
two-thirds of the latter com- 
pany’s output in recent years 
has come from Chile. At the 
1937 production rate, and given 
the present world copper price 
of about 10.3 cents, the tax 
would amount to something 
like 25 cents per share of Ana- 
conda common. On the same 
basis, Kennecott, whose Chi- 
lean mines account for about 
35 per cent of total output, the 


Recent Changes in Stock 
Exchange Ticker Symbols 


From Stock To 
ACN American Chain & Cable CB 
ALO American Locomotive LA 
CPL Colgate-Palmolive-Peet CL 
EJ Endicott-Johnson EJN 
GRY General Realty & Utilities GU 
HMT Hudson Motor HT 
JMP Johns Manville JM 
LOF Libbey-Owens-Ford LY 
LB Link Belt LKB 
NAD National Distillers DR 
AB New York Air Brake NRB 
OMC Omnibus Corp. OM 
REY Reynolds Tobacco RJ 
SHN Schenley Distillers SH 
SVL Servel, Inc. SE 
TES Texas Pacific C & O TS 


development of the “Cham- 
pion,” a new low-priced car 
which Studebaker Corp. will 
shortly place on the market in 
competition with Ford, Chev- 
rolet and Plymouth. Operat- 
ing costs are claimed to be 10 
to 15 per cent lower than those 
of the latter named cars. 
Greater inside dimensions, am- 
ple luggage space and reduced 
weight, as well as appearance, 
comfort and performance equal 
to the Studebaker Commander, 
will also be featured selling 
points. 


Preferreds for Income 


Among the more attractive 
income opportunities in high 
yield preferreds are Champion 
Paper & Fibre $6, Reynolds 
Metal $5.50, Safeway Stores 
$7, West Penn Electric $7, 
Remington Rand $4.50 and 
Niagara Hudson $5. With the 
exception of Safeway, all are 
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selling well below call price and, in 
general, dividends are comfortably 
covered by earnings. 


Dairy Companies’ Status 


National Dairy and Borden have 
been moving into new high ground 
for the year on the strength of im- 
proved earnings in 1938 despite con- 
tinued unsettlement in the fluid milk 
situation and lower dollar sales vol- 
umes. The former concern reported 
net equal to $1.69 per share against 
$1.53 for the previous year, while 
the latter earned $1.51 as compared 
with $1.43 in 1937. Annual reports 
of both companies emphasize the 
disrupting effects of Government 
price-fixing orders in the New York 
milk shed which have retarded con- 
sumption on the one hand and stim- 
ulated farm production on the other. 
A direct outgrowth was Borden’s re- 
cent action, followed by the rest of 
the trade, in reducing milk prices 214 
cents a quart, the sharpest cut ever 
effected in the New York area. It is 
doubtful if earnings of either Borden 
or National Dairy will be seriously 
affected since correspondingly lower 
prices are being paid to farmers. 
Also, though fluid milk accounts for 
a large part of total sales volume, 
profits from this source have been 
unimportant in recent years. In 
its annual report National Dairy 
reveals for the first time how physi- 
cal sales volume is distributed among 
its various product divisions. Fluid 
milk sales account for 29.1% of the 
total, cheese 22.9%, ice cream 14%, 
butter 9.9% and all other items 
24.1%. The company is actively en- 
gaged in the development of syn- 
thetic wool fibres made from casein 
which, in turn, is produced from 
skimmed milk, and if preliminary 
work is successful commercial pro- 
duction will be undertaken later. 


Pepsi-Cola Disappointing 


Shareholders of Loft, Inc., suffered 
something of a blow in the recent 
Pepsi-Cola report showing earnings 
for the nine months ended Septem- 
ber 30 of $2,700,000 or $10.32 per 
share of Pepsi-Cola common. This 
was somewhat below expectations; 
also, most followers of the situation 
had anticipated a repom covering 
the whole of 1938. Control of Pepsi- 
Cola is still in litigation but assum- 
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Developments in Companies Recently Discussed 


Overseas business of National Cash 
Register, excluding German, Austrian 
and Japanese sales, accounted for 42.9% 
of that company's total revenues in 
1938, according to the recently issued 
annual report. Sales in British markets 
represented over half of total foreign 
business and contributed 95 per cent of 
profits taken up from abroad. Invest- 
ment in foreign subsidiaries, less con- 
tingency reserves, were carried at 
$9,161,097 as of December 31. Per share 
earnings for the year amounted to $1.47 
against $2.40 for 1937. 


First quarter earnings of Continental 
Oil will probably fall substantially be- 
low the initial period of 1938 when net 
income equal to 39 cents a share was 
reported. Lower prices for crude and 
refined products as well as continued 
restriction of crude output are respon- 
sible. Slightly firmer gasoline quotations 
recently in the mid-continent area will, 
if maintained, aid operating results next 
quarter as motor fuel consumption will 
also be trending higher during the spring 


season. Full year 1938 earnings were 


probably less than the $1.24 per share 
reported for the nine months ended 
September 30 as the crude price reduc- 
tion of last fall undoubtedly necessitated 
sizable year-end inventory write-downs. 


Sales volume of E. |. du Pont de 
Nemours during January and February 
was 25 to 30% ahead of the same 
months of 1938 and, including the 75 
cent General Motors dividend paid 
March 13 and amounting to about 67 
cents per share of du Pont, earnings 
this quarter are expected to be up- 
wards of $1.50 per share, which would 
be the best first quarter showing since 
1930, and more than double the 65 cents 
earned in the initial quarter of last 
year. Moreover, if demand from the 
motor and textile industries in the next 
few months comes up to current expec- 
tations, operating results in the June 
quarter may well approximate the rec- 
ord levels attained in the same period 
of 1937. Capital outlays for 1939 are 
budgeted at about $30,000,000 of which 
$8,000,000 is being spent on the new 
Nylon plant at Seaford, Delaware. 





ing that the original court order 
awarding Loft 91% of the former’s 
stock is upheld, and allowing for 
transfer of 25% of these shares to 
the Loft attorneys pursuant to the 
compensation agreement 
the company and its counsel, Loft 
will be entitled to $1,842,750 of the 
Pepsi-Cola earnings for the first nine 
months of last year, an amount equal 
to $1.25 per share of Loft. However, 
the latter company itself lost 59 
cents a share during this period, thus 
reducing consolidated earnings to 66 
cents. In the final quarter Loft sus- 
tained a further loss on its own ac- 
count of 18 cents a share. 


between 


All Ears 


New machine tool orders recorded 
a sharp contra-seasonal advance in 
February, the index of the National 
Machine Tool Builders Association 
climbing 16.3 points from January 
to 167.1, the highest level since Sep- 
tember, 19387. * * * The San Fran- 
cisco Fair has increased travel on 
United Air Lines west coast routes to 
the highest level in three years. 
Similar effects are expected in the 
Kast as a result of the New York 


Fair. * * * Melville Shoe and Brown 
Shoe stand to benefit from central 
European developments. Czecho- 
Slovakia has been a major source 
of imported footwear but, as part 


of the German Reich, the ab- 
sorbed territory will no longer 
receive “most favored nation” 


treatment. * * * Sales of Colum- 
bian Carbon for the first two months 
of 1939 were 15% ahead of a year 
ago. If this rate can be maintained 
a considerable improvement in op- 
erating results should result despite 
the present low level of carbon black 
prices. * * * Lockheed Aircraft is op- 
erating two cight-hour shifts as 
production is stepped up on the 
reconnaissance bombers for the 
British Air Ministry. * * * Sales out- 
look for National Supply and Byron 
Jackson is none too encouraging as 
cil well drilling this year is expected 
to fall below the 1938 level. * * * 
Annual report of General Motors 
reveals a sharp gain in operating 
efficiency last quarter. Net income 
was 18!4 percent of sales as com- 
pared with 1014 percent in the final 
quarter of 1937. * * * Residential 
building in February set a ten vear 
record for the month. 
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Stocks Headed for Early Improvement 


Selected on the Basis of Anticipated Price Gains, 


in Three Price Fields 


Selections by THE MAGAZINE OF WALL STREET STAFF 


General Cable 


Recent 1939 Price Range 
Price High Low Dividend 
14 18 13 None 


Favored by a high degree of leverage, General Cable 
Co. common stock is the type of speculative vehicle 
which might well record substantial price appreciation 
in any sustained period of business recovery. At the 
present time, the essential conditions promising to make 
the leverage factor an effective force in enhancing the 
value of the shares appear to be in the making. 

General Cable Co. manufactures practically every type 
of copper wire and cable, as well as copper rods and 
tubing and a line of insulated aluminum wires and cables. 
The nature of the company’s business is obviously such 
that wide fluctuations in operating results are likely to 
be the rule rather than the exception. Moreover, on 
several occasions the company has been forced to absorb 
substantial inventory losses resulting from declining cop- 
per prices. In 1937, for instance, a write-down of inven- 
tories amounting to $2,113,446 was largely responsible 
for cutting net income to $1,232,937, despite a sizable 
gain in sales. Last year, although freed of the necessity 
of making inventory adjustments, substantially lower 
sales volume resulted in a net loss of $893,714. The more 
hopeful aspects of the company’s current outlook are 
based not only upon the substantially larger takings by 
the automotive and building industries, but hopes are 
held out that the public utility industry will be suffi- 
ciently encouraged by the Administration to undertake 
a greater portion of the large and long-deferred expansion 
of generating and transmission facilities. 

In addition to 618,182 shares of common stock, there 
are outstanding 333,527 shares of Class A stock, 150,000 
shares of 7 per cent preferred stock and a total funded 
debt of $9,740,000. While this makes for a rather top- 
heavy capitalization, particularly in periods of restricted 
earnings, it is, nevertheless, such that once profits have 
risen sufficiently to meet fixed charges and preferred 
dividends, per-share earnings on both the Class A and 
common shares will be likely to make impressive gains 
percentagewise. Through ownership of the Class A and 
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common shares, a substantial interest in the company 
is held by American Smelting & Refining Co. Financial 
position is comfortable. 

While frankly speculative, and some distance removed 
from dividends by reason of the $42 in accumulated 
payments on the 7 per cent preferred stock, General 
Cable common stock may justifiably be included among 
the more promising of low priced issues. 


Spiegel, Inc. 


Recent 1939 Price Range 
Price High Low Dividend 
14 162 11% None 


Spiegel, Inc., specializes in the sale by mail-order of 
such merchandise as household furniture, wearing ap- 
parel, jewelry, hardware, automobile tires and acces- 
sories, plumbers’ supplies, farm appliances and imple- 
ments and various other items. Practically all of the 
company’s business is conducted on an installment basis 
and sales efforts are concentrated in small rural com- 
munities through the medium of catalogs and special 
bulletins. No stores are operated. During recent years, 
the company has eliminated many superfluous items of 
merchandise from its list, concentrating on those prod- 
ucts which, in its experience, have a rapid turnover and 
lend themselves readily to the company’s sales policy. 
As a consequence, operating costs are smaller and the 
margin of profit somewhat larger than in the case of 
the average mail-order enterprise. 

For the year ended December 31, last, Spiegel re- 
ported net sales of $49,732,671, a decline of about 1114 
per cent from the 1937 level. Net profit last year of 
$1,613,662 was equivalent, after dividends on the 100,000 
shares of $4.50 preferred stock, to 91 cents a share on 
1,275,658 shares of common stock outstanding. In the 
preceding year, net profits were equal to $1.66 per 
share. Although sales in 1938 were some $5,000,000 
above 1936, substantially lower costs in the latter year 
enabled the company to show a profit of $2.34 per share. 
In January of this year, sales were up 28 per cent over 
those for the corresponding month a year ago; the gain 
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in February amounted to 14.6 per cent and for the first 
two months a net increase of 20 per cent was substan- 
tially better than that of many other retail organizations. 

With the likelihood that current operating costs have 
been brought into closer control, and with sales off to 
a flying start, there appears to be a reasonably good 
speculative possibility that the company may earn 
around $2 a share this year. With further evidence 
accumulating in support of this possibility, it is a reason- 
able assumption that the company’s current prospects 
would entitle the shares to a more substantial market 
appraisal. 


Lee Rubber & Tire 


Recent 1939 Price Range 
Price High Low Dividend 
31 35/2 25 2.50 


In point of size, Lee Rubber & Tire is one of the 
smaller units identified with the rubber industry. In 
point of earnings, however, the company’s record has 
been impressively better than that of many larger 
units. In addition to manufacturing automobile tires 
and tubes, Lee also produces some 500 various mechani- 
cal and miscellaneous rubber items. In its tire sales, 
the company is dependent largely upon replacement 
demand and its products are distributed through approxi- 
mately 28,000 dealers. Mechanical goods contribute 
about 30 per cent of the total sales. 

In the fiscal period ended October 31, last, net sales 
amounted to $12,219,046, compared with $13,769,152 
and $10,599,692 in the 1937 and 1936 fiscal years, re- 
spectively. Net profit of $950,598 in the most recent 
fiscal period was equivalent to $3.71 per share on 255,565 
shares of capital stock which comprise the company’s 
entire capitalization. Per-share earnings in the 1937 fiscal 
period were equal to $2.31 a share, while in 1936 net 
was equal to $2.20 per share. Dividends totaling $2.50 
per share were paid in the latest fiscal period, comparing 
with $1.60 per share in 1936. In submitting the com- 
pany’s annual report, the president stated that Novem- 
ber profits were the largest for any November in the 
history of the organization. 

Replacement demand for automobile tires has recorded 
steady gains in recent months, a trend which should 
continue to conform with the pace of general recovery 
in public purchasing power. Selling at 31, the shares 
invite favorable consideration both as a_ speculative 
vehicle and for the liberal yield. 


Bigelow-Sanford Carpet 


Recent 1939 Price Range 
Price High Low Dividend 
23 27 22 None 


Favored by more normal conditions, Bigelow-Sanford 
Carpet Co. has in the past demonstrated its ability to 
develop substantial earning power for its common stock. 
In 1936, for example, net of $1,672,206 was equivalent 
to $4.83 per share. In 1937, although sales increased 
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some $2,000,000, inventory loss of $1,615,257 reduced 
net to $562,613, or the equivalent of $1.28 per share for 
the stock. Substantially lower sales, rather than inven- 
tory losses, however, were responsible for a net loss of 
$1,491,032 in the year ended December 31, 1938. 

Bigelow-Sanford is one of the leading manufacturers 
of carpets and rugs, which products are widely advertised 
and enjoy nationwide distribution. Sales of the com- 
pany’s products, not to be classed as a strictly essential 
commodity, are sensitive to the rise and fall of public 
purchasing power. In the present setting, however, 
demand and sales promise to be stimulated from two 
directions—a substantial upturn in new residential con- 
struction and a gradual rise in employment and public 
purchasing power. At the close of last year, net current 
assets, after allowing for all outstanding preferred shares, 
were equivalent to about $27.40 per share on the 313,609 
shares of common stock. Viewed both in relation to 
net quick asset value as well as prospects for substan- 
tially improved earnings this year, prevailing quotations 
around 23 would appear to suggest the shares as an 
interesting speculative opportunity. 


Van Norman Machine Tool Co. 


Recent 1939 Price Range 
Price High Low Dividend 
26 28 2212 1.80 


While not a large organization, either from the stand- 
point of size or capitalization, Van Norman Machine 
Tool Co., nevertheless, has displayed an impressive earn- 
ings record in recent years—the more so when it is 
contrasted with the widely fluctuating earnings 
shown by other representative machine tool manufac- 
turers. For the 1938 year, the company reported net 
profit of $303,297, equal to $3.41 per share for the com- 
mon stock, comparing with $3.88 a share shown in 1937 
and $3.23 a share in 1936. 

Among the products manufactured by the company 
are included milling machines for die, pattern and tool 
works; oscillating grinders for grinding the curvature in 
ball and roller bearing rings and machines and tools for 
the repair of automotive and other internal combustion 
engines. Typical of the company’s industrial customers 
are such large organizations as General Electric, Inter- 
national Harvester, Otis Elevator, Eastman Kodak, 
Ford Motor and several of the leading aircraft units. 
About 25 per cent of the company’s business is con- 
tributed by foreign sales. 

Capitalization is simple, consisting solely of 88,829 
shares of common stock, on which dividends last year 
aggregated $1.80 per share. The most recent quarterly 
payment was at the rate of 40 cents a share. At the 
close of last year the company reported a comfortable 
financial position with current assets showing a ratio 
to current liabilities of 3.6 to 1. Cash of $264,720 was 
sufficient to discharge all current liabilities. 

The shares are traded on the New York Curb Ex- 
change and while not an active issue commitments made 
at recent levels around 26 should afford a profitable 
medium both from the standpoint of income and price 
appreciation. 
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United Fruit Co. 


Recent 1939 Price Range 
Price High Low Dividend 
75 787% 63 4.00 


While the business of United Fruit Co. is primarily 
that of raising bananas, activities also embrace such 
fields as steamship transportation of freight and passen- 
gers, growing and refining of sugar, railway transporta- 
tion and the operation of a radio telegraph system. The 
company has also developed the cultivation of cacao, 
coconuts and a number of other miscellaneous agricul- 
tural products. Last year United Fruit reported net 
income of $10,272,747, equivalent to $3.54 per share on 
the 2,896,600 shares of capital stock. Although earnings 
last year fell below the equivalent of $4.07 per share 
shown in 1937, final quarter results were substantially 
better than in the last three months of 1937 and gains 
registered in the closing months of 1938 have been 
effectively carried forward into the current year. Tan- 
gible indication of the trend of current earnings is found 
in the action of directors in declaring two quarterly 
dividends of $1 each thus far this year, whereas in 1938, 
dividends were maintained at the quarterly rate of 75 
cents per share. 

During 1938, the company discharged in full its obli- 
gation of $7,094,500 to United States Government for a 
ship construction loan. As of December 31, last, current 
assets, including over $36,000,000 in cash, U. S. Govern- 
ment and other marketable securities, amounted to $54,- 
928,565, whereas current liabilities were less than $13,- 
000,000. A virtually impregnable financial position is a 
characteristic feature of the company. Entire capitali- 
zation is represented by 2,896,600 no-par shares of capi- 
tal stock. 

At recent levels of around 76, and assuming the shares 
to be on a $4 annual dividend basis, a yield of better 
than 5 per cent is indicated. While the issue may not 
prove a particularly spectacular holding marketwise, it 
affords a dependable income-producing medium and 
further evidence of improving operating results this year 
would warrant higher quotations. 


Underwood-Elliott-Fisher Co. 


Recent 1939 Price Range 
Price High Low Dividend 
57 63 57 2.50 


In relation to recently reported earnings for 1938, 
equal to $2.41 per share for the common stock the shares 
of Underwood-Elliott-Fisher do not appear to be bargain- 
priced at recent levels around 58. However, under con- 
ditions more nearly approaching normal in the office 
equipment industry, the company has convincingly 
demonstrated its ability to develop substantial earning 
power. In 1937, for example, earnings were equivalent 
to $6.70 a share for the common stock and in the latter 
year dividends of $4.50 per share were paid, as com- 
pared with disbursements of only $2.50 a share last 
year. It is characteristic of the office equipment indus- 
try to lag several months behind a general business 
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recovery. Based on this precedent, the probabilities are 
that the company’s showing this year will respond more 
impressively to general business recovery. 

Underwood-Elliott-Fisher is a leading manufacturer 
of office equipment, the company’s typewriter division 
contributing the largest portion of sales, with the ac- 
counting-machine division second and adding machines 
in third position. Export sales contribute about one- 
third of the total volume. Capitalization is simple, con- 
sisting solely of 734,300 shares of common stock. At 
the close of 1938, current assets, including some $5,600,- 
000 cash, amounted to $19,248,764, while current lia- 
bilities were only $1,563,034. 

The company’s most recent dividend declaration was 
at the rate of 60 cents a share. Prevailing quotations 
compare with a 1938 high of 7014 and a 1937 high of 
108. The shares, acquired as a sound industrial equity 
with a view to somewhat longer term prospects, may 
well prove a profitable medium and subject to succes- 
sively larger dividends. 


Inland Steel 


Recent 1939 Price Range 
Price High Low Dividend 
84 94% 79 2.50 


One of the most consistently profitable and efficiently 
operated units in the entire steel industry, Inland Steel 
Co. has on numerous occasions demonstrated its ability 
to operate at a profit, when practically all of the other 
major steel units were showing sizable losses. Evidence 
of the company’s ability in this respect was its showing 
in 1938. Net of $4,916,203 last year was equal to $3.12 
a share on the outstanding 1,577,005 shares of capital 
stock. Although the showing last year represented a 
substantial decline from the level of $12,665,317, or 
$8.05 a share, in 1937, the fact that the company was 
able to show any profit at all in the face of the drastic 
decline in steel production, as a whole, is significant. 

Strongly entrenched as the second largest producer in 
the Chicago steel district, and with an annual produc- 
tive capacity of 2,800,000 tons of steel ingot, Inland 
Steel in recent years has followed a foresighted policy 
in acquiring going concerns whose activities served as a 
natural complement, and a broad program of diversifi- 
cation to include both the lighter types as well as heavy 
steel tonnage. On the basis of last year’s showing, there 
is nothing to indicate that the company was seriously 
affected by the change in the basing point price system 
throughout the steel industry. 

An important factor in the company’s consistently 
profitable showing has been the modest capitalization. 
Funded debt totals only $51,800,000, which is the only 
capital obligation ahead of the common stock. A strong 
financial position was shown at the most recent year- 
end. Dividends paid in 1988 totaled $2.50 and the most 
recent disbursement was at the rate of 50 cents a share. 

At 86, the shares compare with their current high of 
9414, and while hardly underpriced in relation to recent 
earnings, the company’s excellent record and substantial 
earnings in the past mark the shares among the better 
grade industrial equities. 
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The Personal Service Department of THe Macazine oF WALL StreeET will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1, Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 


3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send check 
at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





International Nickel Co. of 
Canada, Ltd. 


Do you recommend purchase of Interna- 
tional Nickel at its present level for income 
as well as price appreciation? Although I 
know of its diversified stake in steel produc- 
tion, armament manufacture and other wide 
industrial uses, I question the effects that 
current depressed metal prices and_ higher 
production costs may have on earnings. 
Kindly advise —G. J., Los Angeles, Calif. 

International Nickel’s earnings for 
the year ended December 31, 1938, 
of $2.09 per common share made a 
rather poor comparison with the 
earnings of $3.31 shown for 1937. 
Nevertheless, in view of the less 
satisfactory industrial conditions 
throughout the world last year, the 
showing was not discouraging and 
some measure of satisfaction can be 
obtained from the fact that earnings 
in the third quarter reversed the 
downward trend and that sales in 
1938, while 21% less than in 1937, 
were still 31% above the 1929 vol- 
ume. Further improvement is be- 
lieved likely in 1939. Demand has 
picked up in recent months, not only 
for nickel but for copper, of which 
the company is also an important 
producer and prices for the latter 
should this year average well above 
the 1938 average figure. Platinum, 
gold and silver are also important 
contributors to net. With a virtual 
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monopoly on the production of 
nickel (making for price stability) , 
ore reserves with a normal life of 
forty to fifty years, an exceedingly 
strong financial position, aggressive 
management and ever-widening uses 
for nickel being developed, the com- 
mon stock must be considered one 
of the most attractive equities in the 
non-ferrous metal field. The shares 
are attractive both for income and 
appreciation prospects and, in view 
of earnings, the current $2 rate ap- 
pears secure. 





Philip Morris & Co., Ltd. 


How do your security specialists appraise 
the income and longer term price apprecia- 
tion possibilities of Philip Morris, common, 
now? I paid 140 for my 75 shares last year. 
While Philip Morris cigarette sales and earn- 
ings are still reported on the up, I note rising 
prices of raw tobacco, mounting expenditures 
for advertising and heavier taxes —J. T., De- 
troit, Michigan. 


Philip Morris is fast developing 
into one of the major cigarette 
manufacturers. With sales for 1938 


showing an increase of 22% over 
those of 1937, the company is ex- 
pected to show earnings of around 
$8.40 per share for the fiscal year 
ended March 31, 1939, as compared 
with $7.27 in the preceding fiscal 
year, adjusted to reflect the 50% 
stock dividend paid last year. Just 
what the actual earnings per com- 
mon share will be for the fiscal year 
to end shortly will depend upon the 
amount of preferred stock converted 
into common during the final months 
of the fiscal year. The “Philip Mor- 
ris” cigarette is the company’s lead- 
ing money-maker, sales of this brand 
accounting for over 85% of sales. 
“Marlboro” sales were reported to 
have suffered a slight contraction in 
1938, although “Bond Street” and 
“Revelation” smoking tobaccos ex- 
perienced some increase. Other 
cigarette brands include “English 
Ovals,” “Players” and the 10-cent 
“Paul Jones,” while “Barking Dog” 
and “Wakefield” help fill out the 
smoking tobacco line. Late in 1938 
a mutual arrangement was made 
with Dunhill whereby Philip Morris 
will act as sole distributor for a new 
15-cent brand of Dunhill cigarettes. 
This, in effect, continues a previous 
arrangement, but on a new brand, 
and if production and sales of “Dun- 
hill” increase rapidly, Philip Morris 
will benefit more through the charge 
made for manufacturing this prod- 
uct. Although higher prices for raw 
tobacco and heavier expenditures for 
advertising and taxes will be in effect 
in 1939, these should be overcome to 
a large extent by greater sales. In 
our opinion, the shares have an at- 
tractive future and should be re- 
tained. 





When Quick Service Is Required, Send Us a Telegram 


Prepaid and Instruct Us to Answer Collect. 








National Cash Register Co. 


Kindly give me your opinion of National 
Cash Register. I have 100 shares of this 
stock which cost me 37%. Is the wave of 
new business reported late in December con- 
tinuing? Are the company’s newly designed 
cash register and accounting machines prov- 
ing successful? Is foreign business on its way 


back to normal?—S. R., New York, N. Y. 


National Cash Register ranks as 
the world’s largest manufacturer of 
cash registers, although accounting 
machines represent an important 
branch of endeavor. Products are 
marketed on a world-wide scale and 
foreign plants are maintained in 
South America, Europe and the 
Orient. In order to keep pace with 
the changing demands of business, 
development work is constantly go- 
ing forward. Last year, an entirely 
new cash register especially designed 
for the smaller store was introduced, 
as well as a new type accounting 
machine particularly adapted to use 
by public utility corporations. Both 
are said to be meeting with a good 
reception. The interruption to in- 
dustrial activity in 1938 caused new 
domestic business to run well behind 
that of 1937 and European political 
troubles slowed foreign sales down 
to a walk with the result that 1938 
earnings of $1.47 per share were off 
about 39% from the $2.40 earned in 
1937. In the last quarter, however, 
conditions in both the United States 
and Europe improved to the extent 
that the backlog of orders in the 
middle of December was greater 
than that at the close of 1937. Fur- 
ther improvement is expected 
throughout the current year, but the 
conservative dividend policy prob- 
ably precludes any early change in 
the current annual rate of $1. Never- 
theless, the company’s outstanding 
position and strong finances lend 
considerable long-term attraction to 
the shares. 


S. R. Dresser Mfg. Co. 


I would appreciate your advice on 125 
shares of S. R. Dresser bought at 2934. How 
was the consolidation with its Clark Brother 
Co. subsidiary effected and how many shares 
of the new common have been authorized? 
What is the near-term outlook for my stock? 
—D. F., Oklahoma City, Okla. 


The plan of recapitalization and 
consolidation of S. R. Dresser Mfg. 
Co. with its wholly-owned subsidi- 
ary, Clark Bros. Co., was approved 


by stockholders on December 31, 
1938. Under the plan the new com- 
pany, Dresser Mfg. Co., has author- 
ized 350,000 shares of no par capital 
stock. Two new shares will be issued 
for each class A share and one new 
share for each class B share of S. R. 
Dresser. Each of the 10,000 outstand- 
ing $100 par shares of Clark Bros. 
will be changed into five shares of 
the new company. On completion of 
this step, the successor company will 
have outstanding with the public 
300,000 one-class shares. An addi- 
tional 50,000 shares are being re- 
served for financing purposes. The 
only remaining capital liability is a 
small amount of Bryant Heater Co. 
preferred stock. Dresser is a leading 
manufacturer of pipe line equip- 
ment and, through Bryant Heater 
Co., is also represented in a small 
way in the heating, refrigerating, and 
air-conditioning field, which holds 
promise of future development. Giv- 
ing effect to the new capital set-up, 
the company reported earnings of 
18 cents a share for 1938 as compared 
with $1.32 in 1937. Current pros- 
pects are enhanced by improving in- 
dustrial conditions and by the possi- 
bility that the tremendous latent de- 
mand of public utility systems will 
now expand as a result of improved 
Government relations. Dresser en- 
joys a satisfactory financial position 
and in view of the expectations of 
higher earnings for 1939, there is 
some basis for a dividend distribu- 
tion later on. Although near-term 
earnings are not likely to be large, 
the longer-range prospects lend suffi- 
cient attraction to the shares to war- 
rant their retention. 





Mack Trucks, Inc. 


How do you appraise the appreciation pos- 
sibilities of Mack Trucks? I note the com- 
pany has recently received two large bus 
orders. Are these indicative of general trend 
towards increased volume? Is there any- 
thing to the rumor that the company is con- 
sidering entering the aircraft industry? I 
hold 60 shares of this stock purchased at 
393%, —F. E., Chicago, Ill. 


Operations of Mack Trucks for 
the calendar year 1938 produced a 
net loss of $929,171, equivalent to a 
deficit of $1.56 per share of capital 
stock. In the previous year, a net 
profit of $1,284,691 or $2.15 per share 
was registered. Although the last 
quarter also showed a loss, it is en- 


couraging to note that the downward 
trend was arrested. Mack still re- 
mains one of the most important 
producers of heavy trucks, despite 
keen competition, but because de- 
mand for this type is closely allied 
to the rate of activity in the building 
and construction industry, earnings 
have fluctuated widely. In order to 
create a higher degree of stability in 
operations the company has in re- 
cent years expanded into the lighter 
and lower-priced truck range. In 
addition, a determined bid is being 
made for a large share of the school 
bus business. Since the latter part 
of last year, demand has shown sub- 
stantial betterment, orders for 77 
heavy-duty trucks and 233 buses 
having been received. This im- 
provement gives promise of better 
earnings for the current year. Ru- 
mors that the company is consider- 
ing entering the aircraft industry 
have been denied by officials, al- 
though intensive research in the 
Diesel engine field holds possibili- 
ties. In regard to Diesel, Mack now 
offers one of the most complete lines 
of trucks and buses powered by this 
increasingly popular form of motive 
power, and the future holds distinct 
promise for this branch. The stock, 
therefore, possesses attraction not 
only for its near-term prospects, but 
as a long-range speculation on Diesel 
power developments. Resumption 
of dividends will probably await 
more definite recovery in earning 
power; retention of the shares is 
recommended. 


Standard Oil Co. of New Jersey 


I own 50 shares of Standard Oil of New 
Jersey for which I paid 714%. My decision 
to hold, now, will depend on reasonable 
assurance that this stock is in a position to 
respond substantially and quickly to the in- 
fluences of improved business conditions and 
world rearmament. What is your opinion? 


—L. B., Cleveland, Ohio. 


Standard Oil Co. of New Jersey, 
solely a holding company, is one of 


_ the two dominant factors in the 


world petroleum industry. Domes- 
tically, the subsidiaries of the com- 
pany stand out in every branch of 
the field, while in foreign markets 
their only rival is the Royal-Dutch- 
Shell group. It is to be expected, 
therefore, that world economic con- 
ditions as well as the domestic price 
situation have an important bearing 
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on income. During 1938, neither of 
these factors was as favorable as 
those prevailing during 1937, with 
the result that earnings for last year 
are estimated in the neighborhood 
of $3.25 per share, as compared with 
$5.64 shown in the previous calendar 
year. Nevertheless, the outlook for 
1939 is in all respects considerably 
more encouraging and prospects are 
that at least moderately better im- 
provement will be witnessed. Tak- 
ings of petroleum products for re- 
armament purposes is probably rela- 
tively unimportant. With respect 
to contemplated disposition of its 
natural gas utilities to meet the re- 
quirements of the Holding Company 
Act, it is believed that this problem 
will be met simply by distributing 
the stocks of the affected subsidiaries 
pro-rata among the parent com- 
pany’s stockholders. Financially, 
the company remains strong. Funded 
and other long-term debt, which 
stood at $238,557,591 at the close of 
1937, was increased during 1938 by 
the issuance of $85,000,000 of low 
coupon bonds, but total debt is not 
burdensome in relation to net fixed 
assets and earning power. Cash divi- 
dends on the stock will probably 
continue on a conservative basis. 
Last year, such payments amounted 
to $1.50 per share in addition to a 
dividend paid in stock on the basis 
of three shares for each 200 held. 
The shares are not volatile market- 
wise, and hence, one looking for sud- 
den, substantial appreciation will 
probably be disappointed. However, 
as a semi-investment holding for 
long-range potentialities, they are 
worthy of retention. 





Miami Copper Co. 


Should I retain 100 shares of Miami Cop- 
per bought at 21%? How much improve- 
ment can be expected of this stock from 
greater automobile activity, public utility ex- 
pansion and demand for copper for construc- 
tion in armaments?—M. B., Columbus, Ohio. 


Miami Copper does not issue in- 
terim income statements so that a 
clear picture of operating results for 
1938 cannot be visualized at this 
time. The company suffers a disad- 
vantage in that it is a comparatively 
high cost producer. Ore reserves are 
fairly large, but the greater part of 
deposits consists of low grade ore 
which is suitable for working only 
when copper prices are reasonably 
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high. One deposit contains ore which 
can be profitably extracted when 
prices are above the 10-cent level, 
but since quotations for domestic 
copper did not rise above that figure 
until the middle of October of last 
year, one may guess with some as- 
surance that profits for the year are 
apt to make a poor comparison with 
the 73 cents a share earned in 1937. 
Present indications, however, point 
to more satisfactory results for 1939. 
Expansion in the heaviest consuming 
industries; namely, the electrical, 
building and automobile trades, has 
developed, but not yet to the extent 
that would warrant a further ad- 
vance in the price of the metal. Re- 
armament orders will also help take 
up the slack in domestic consump- 
tion this year, but only in the event 
of actual war is this source likely to 
become an important influence. 
Other favorable factors are the 
demonstrated ability of domes- 
tic producers to keep production 
within reasonable bounds and the 
probability that the 4-cent tariff 
will be extended on its expiration, 
June 30, next. Because of high 
prices and consumption, earnings of 
Miami prior to 1930 were quite high 
($5.11 per share in 1929) but, based 
on current conditions, only moderate 
earnings, appreciation and dividend 
payments can be expected this year. 
In our opinion, however, this is suf- 
ficient to warrant retention of the 
shares. 





Truax Traer Coal Co. 


I understand that the company is operat- 
ing a well below-average cost mine in West 
Virginia and has replaced much of its old 
equipment. Will you please tell me what 
can be expected of these developments— 
whether this stock now warrants retention? 
I have 300 shares at 10'%—N. P., Dallas, 
Texas. 


Truax Traer began the current 
fiscal year with a deficit of 44 cents 
a share in the first quarter, earned 
11 cents in the second quarter and 
44 cents in the third quarter ended 
January 31, 1939. Per share results 
for the nine months were, therefore, 
equal to 11 cents per share as against 
83 cents per share in the correspond- 
ing period of the previous fiscal year. 
Most of the company’s production 
of bituminous coal is sold to the in- 
dustrial and utility industries, and 
these, of course, suffered as a result 


of the generally low level of activity 
prevailing during the greater part of 
1938. The sharp recovery in earn- 
ings for the third quarter is due in 
part to some improvement in the 
business picture, but principally to 
seasonal influences. Further better- 
ment in the current quarter is indi- 
cated and income should be en- 
hanced by the policy of replacing 
less economical mining machinery 
with more modern equipment and 
the purchase of an interest in a 
barge line which will lower trans- 
portation costs to the important 
Chicago market. Funds for these 
developments have been obtained 
from the sale of additional stock and 
through bank loans. The latter were 
recently reported to amount to 
$1,000,000 and repayment is to be 
made in various amounts over a 
period of years to 1944. This factor 
may tend to hold down dividend 
payments until the debt has been 
substantially reduced, but eventu- 
ally the benefits from the expendi- 
tures should result in higher per 
share earnings. Furthermore, the 
company’s mines are low-cost units. 
those not being operated by the 
strip process being susceptible to 
other economical means of extrac- 
tion. While the record of the com- 
pany has never shown anything sub- 
stantial in the way of earnings, it is 
now in a better position to profit 
from the normal demands of indus- 
try. Therefore, while appreciation 
prospects in the common stock are 
not outstanding, the shares appear 
to possess sufficient attraction at 
current levels to warrant continua- 
tion of commitments. 


Goodyear Tire & Rubber 


Hlolding 100 shares of Goodyear Tire & 
Rubber, common at 42, I seek your advice. 
How do you estimate the company’s earnings 
outlook now that the tire and tube demand 
for spring automobile production is under 
way? Will it obtain immediate benefits from 
the recent rise in tire prices? Does it still 
have the advantage of low-cost raw material 
inventories?—H. K., Washington, D. C. 


Goodyear’s 1938 earnings of $1.34 
per common share, as against $1.94 
in 1937, were quite satisfactory in 
view of the $50,000,000 decline in 
sales and a foreign exchange adjust- 
ment in excess of $1,000,000. The 
key to this anomaly, however, lies 

(Please turn to page 696) 
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10 Points Profit in Chrysler 
...- in Three Weeks! 


Thursday morning, March 9th, we recommended to our subscribers . . . by telegraph 
and by mail . . . “Trading Advices Close out at market Chrysler.” The average price 
obtained was 8434. 


Originally advised on Tuesday morning, February 14th, this commitment showed 
1014 points profit in three weeks. 








These two advices could have been worth hundreds of dollars to you. They illustrate 
how our service is conducted . . . how we definitely advise what and when to buy and 
when to sell . . . when to contract or expand your market position. 


Forecast Service Proficient Recent Decline Anticipated 


Chrysler was only one of five short-term advices 
sold during the week ending March llth... 
before the recent European war alarm began to 
cause acute market weakness. Montgomery 
Ward was closed out at 5414, General Electric at 
427, American Bank Note at 167 and Electric 
Power & Light at 111. 


As a Forecast subscriber, you are never in 
doubt as to what action to take. You always 
have the assurance of knowing that your selected 
securities purchased on our advice are under the 
close supervision of our experienced technicians 
and analysts. 


You will be informed when any change in the 
technical or fundamental market outlook .. . 
any political, industrial or European develop- 


Our subscribers were over 50% liquid, fol- 
lowing our three active programs . . . Trading 


ment .. . makes it desirable for you to lighten 
or revise your holdings . . . to protect your 
capital and maintain a sound profit-pointing 
portfolio. 


In addition, you may consult us... by telegraph 


Advices, Bargain Indicator and Unusual Oppor- 
tunities . . . when the sharp market sell-off got 
under way on Wednesday morning, March 15th. 
They are in an advantageous position to buy 
over-depressed stocks at bargain levels 

potential market leaders that should rebound 











v 
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and by mail . . . regarding securities you hold 
or in which you are interested. A well-equipped, 
highly organized staff is at your service. We 
will advise you what to retain, what to switch 
and what to close out. This service alone is 


often worth many times our moderate fee. coupon below. . 


THE INVESTMENT AND BUSINESS FORECAST 
of The Magazine of Wall Street 
90 BROAD STREET NEW YORK, N. Y. 


I enclose [] $75 to cover a six months’ test subscription [] $125 to cover a full year’s subscription to 
The Investment and Business Forecast starting at once but dating from May 1, 1939. I understand 
that regardless of the telegrams I select, I will receive the complete service by mail. [Check here if 
FREE Air Mail is desired in the United States and Canada where it expedites delivery of our bulletins. 


CABLE ADDRESS: TICKERPUB 


Send me collect telegrams on all recommendations checked below. (Wires will be sent you in our 
Private Code after our Code Book has had time to reach you.) 


oO TRADING 
ADVICES 


oO UNUSUAL Low priced Common Stocks for Market Appreciation. Two or three wires a 
OPPORTUNITIES month, on average. Maximum of five stocks carried at atime. $1,000 capital 
sufficient to buy 10 shares of all recommendations on an outright basis. 


Active Common Stocks for Short Term Profit. Two or three wires a month, 
on average. Maximum of five stocks carried at a time. $2,000 capital suffi- 
cient to buy 10 shares of all recommendations on an outright basis. 


Dividend-paying Common Stocks for Profit and Income. One or two wires a 
month, on average. Maximum of five stocks carried at a time. $2,000 capital 


O BARGAIN 


INDICATOR sufficient to buy 10 shares of all recommendations on an outright basis. 
DED iS sicicip nd. cic ey swe see eee eee nba eee ee CAPITAL OR EQUITY AVAILABLE............ 
Co RSS eT eee Ewe Eto ITO OOOO ince EO Re OOM Oooo TOT 
RE, 2b Gi tsb cseo ek ssn Ea ebmiaseceneea ee sioe I a poser pm wien a cron e eee Ge ae Mar. 25 


Continuous Consultation Service Provided. List Your Securities Now for Our Analysis. 


 NINININININNININININNININNNNIN III 


quickly and bring substantial profits. 


Subscribe to THE FoREcAST now to participate 
in these new advices from the beginning, when 
the greatest profits are available. Mail the 
. today. 


FREE 
Service 
to 
May Ist 


We serve only in an 
advisory capacity, han- 
dle no funds or securi- 
ties and have no finan- 
cial interest in any 
issue or brokerage 
house. Our sole ob- 
jective is the growth 
of your capital and 
income through coun- 
sel to minimize losses 
and secure profits. 
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With all components of our Index, except 
Steel operations and Automobile assemblies, 
reporting better-than-normal seasonal improve- 
ment during the past fortnight, the Nation's per 
capita Business Activity has turned upward 
sharply. Barring further war scares, this prob- 
ably marks the end of the brief corrective re- 
cession and the beginning of another substan- 
tial upsurge along the road to recovery. For 
the month of February, per capita Sten 
Activity was 82.2% of the 1923-5 average, 
compared with 84.7 in January and 68.2 during 
February of 1938. For two months, the average 
has been 83.4—an increase of 21°/, over the 
like period of 1938. 

*“* * 


Although venture capital took to its hole 
rather hurriedly during the January war scare, 
actual consumption of both capital and con- 
sumers’ goods, judging from recently released 
reports, adie | little if any curtailment and, 
with $200,000,000 worth of New Securities 
now slated for public offering in the near fu- 
ture, it seems that venture capital, the most 
timid of economic creatures, has recovered 
quickly from its fright and is ready to go to 
work again. re 


Business has little to fear, and much to gain, 
{Continued on page 686) 






CONCLUSIONS 






INDUSTRY—Business expands sharply. 







TRADE—Retail sales widen increase 
over last year. 







COMMODITIES—Advance in world 
staples halted by recent develop- 
ments in central Europe. 






MONEY AND CREDIT—Banks large 
scale buyers of long term govern- 







ment issues. Excess reserves climb. 
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Latest Previous Last 
Date co hha Year PRESENT POSITION AND OUTLOOK 
INDUSTRIAL PRODUCTION (a)| Feb. 99 101 79 (aintnuil ttn nnes 608) 
a AND J 7 from the growing public demand for Government 
PRN Sr Monte SA ee laa o8 an. 84 86 7 retrenchment. Even if it were possible, politically 
eeesg ‘ ie pte iabied dhs decal Jan. 82 84 1 and humanely and socially, to balance the budget 
cane i ol Ce , 4 aN: 58's oe ~ 70 71 50 immediately, the shock to business of removing 
nee Meme so Sesh an. 92 94 85 some 3.5 billions annually in pump priming and 
cre ee Soh oh nhac Jan. 78 80 75 relief expenditures would be mild; since this sum, 
rena — to Se, Space iameaa de Jan. 93 95 89 though huge, amounts to only 6% of last year's 
iscellaneous Services.......... Jan. 78 83 82 abnormally low National Income. It should be 
WHOLESALE PRICES (h)...... Feb. 76.6(p!) 76.9 79.8 | emphasized that the severe depression of 1937-8 
oat Gb inoue an ri ihre not by the very mild curtailment 
in Government expenditures; but by a drastic re- 
PPM. coh ie aes cose eN Ss Jan. 85.4 85.8 87.5 duction in excess reserves; while the improve- 
a Ran ch shat AAR ae eos a 79.2 80.3 82.0 ment of last year was initiated by an arbitrary jack- 
ENED OI RC Or ae an. 86.2 86.2 88.2 ing up of excess reserves, and not by greater 
Oe PROSE EL. eR EES Jan. 72.7 73.0 76.7 pump priming deficits which went into circulation 
PE BE LION 6 ois cain s So 0 b8 Jan 85.9 86.0 86.3 months after business had turned upward. The 
NINES id gx Ue gids cots Wie ee Jan. 96.8 96.8 97.6 fact is that Government deficits crowd out private 
Purchasing value of dollar........ Jan 117.1 116.6 114.3 financing of expenditures for capital goods upon 
NATIONAL INCOME (em)... Jan $5,532 $5,945 $5,489 on nen 
CASH FARM INCOMEt +e: 
Farm Marketing...........-.--- Jan. $586 $613 $603 
anagem epee sisinciaies oe a po aoe poe With unemployment in January estimated at 
poet PEE DEE Aces tae 10,645,000, the number employed on various 
Prices Received by Farmers (ee)...| Feb. 92 94 97 Fed : : 
. . ederal relief projects amounted to 4,512,000, 
Prices Paid by Farmers (ee). ..... Feb. 120 120 126 Ff ' 
slat : : an increase of 1,268,000 over last year; but 116,- 
Ratio: Prices Received to Prices : 
Paid (ee) Feb 7 8 1 000 below December. January’s Federal work 
Pee Oe ENE Ye : relief payrolls totaled $233,000,000; nine mil- 
FACTORY EMPLOYMENT (f) lions less than for December, but 79 millions above 
Dueble Goods... .....5.-..... Jan 81.4 83.1 81.7 | last year. During the week ended March 4, 
Non-durable goods............- Jan 96.8 98.8 93.7 so oe ve get to 7% — 
ast year, compared with a 2 ecrease for Febru- 
FACTORY PAYROLLS (f) Jan 83.2 86.6 75.0 ary and two months. During February, Chain 
(not adjusted) remy = = 6.3% above last year; with 
ai rder sales increasing 13.8%, Rural 
gy scworhlnirs Seles @). 05... Feb 86 88 88 ep ie 3%, and Vantety Stores gaining 
roman) 8 gale a Feb 108.8 107.5 106.4 3.5%. It is estimated that visitors to the World's 
‘ Fair will spend about a billion dollars in New York 
Variety Store Sales (g).......... Feb 115.0 113.0 111.0 Gi , : 
‘ d ity; of which 23% will be for food and bever- 
Rural Retail Sales (j)............ Feb 110.6 110.0 99.9 . 3 
Retail Prices (s) as of............ Mar. 1 89.1 89.1 91.2 14% ay an on nee, 
: . 3 ' or merchandise, or transportation, 
FOREIGN TRADE 5% for personal services and 1% for com- 
Merchandise Exportst........... Jan $212.9 $268.8 $289.1 | munications, remaining{7%{being spent on | the 
Cumulative year's totalf......... Jan IES ee es 289.1 Fair grounds. 
Merchandise Importst........... Jan 178.2 171.5 170.7 ea! me 
Cumulative year's totalf......... Jan. ee rea 170.7 
RAILROAD EARNINGS January's n. o. i. of Class | railroads was 377% 
Total Operating Revenues*...... Jan OT ESCA Soars $279,108 above the like month of 1938, and aggregate sur- 
Total Operating Expenditures*...| Jan See kkk, 232,565 plus above charges for current calendar year is 
ee aes ine Jan 29,086 ~—......... 28,615 | now estimated at $150,000,000, against net loss 
Net Rwy. Operating Income*....| Jan See: asp. 7,144 of $123,000,000 during 1938. With car load- 
Quanine cog WE iank gus dbmen ~~ age Poe 83.32 a _ —— a on above last year, it is 
ate of Return %.............-. an. ap oe ee 0.52 ought that railroad purchases of rails and equip- 
ment this year may possibly exceed th I 
BUILDING Contract Awards( k)} Feb. $220.2 $251.7 $118.9 | ordered during 1937, which in turn os the highest 
Perot ioatee! SS ee pe “i ie dincace 147.9 51.1 since 1930. 
rivately Financed{............. Br Sas 103.8 67.9 
F. H. A. Mortgages See 
Selected for Appraisalf......... Feb. 86.2 77.6 42.6 
Accepted for Insurance f Reise Soya d Feb. 41.2 42.2 18.9 During January, building permits granted 
Premiums Payingt.............. Feb. 4.44 55.4 21.4 outside New York City were 78% ahead of last 
Building Permits (c) year in estimated value, including an increase of 
SEAMS 6s c5a0) 2 yaucavuunt Feb. $58.2 $70.0 $47.9 Mine § ant residential permits. Permits in 
New York Cityf...........cce0s Feb. 23.2 23.6 6.1 ew York City showed a large comparative de- 
a aa Feb. 81.4 93.6 54.0 | Teentr Cwins (0 excessive activity lest yer 
: stimulated by the new building code which be- 
Engineering Contracts (En)t..... Feb. $203.8 $311.7 $209.5 eects a ws 29, 1938. For the first week 
he ts le 
CONSTRUCTION COST INDEX yA nat ose png aN a 
(En) 2019-—100..........0.555 Mar.1 234.43 234.31 += 238.79 | appraisal gained 49%. gate ana 
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Latest Previous Last 
Date Month Month Year PRESENT POSITION AND OUTLOOK 
STEEL 
Ingot Production in tons* es Feb. 2,955 3,187 1,703 March assemblies of automobiles are expected 
Pig lron Production in tons*. ..+1 Feb. 2,060 2,175 1,298 to be 25% above February and 70% above 
Shipments, U. S. Steel in tons*®..| Feb. 678 789 475 March of 1938, resulting in a first quarter's increase 
of 80% over last year. To permit new models to 
AUTOMOBILES be shown during the World's Fair, the Automobile 
Production Show this year will open on October 15—three 
Factory Sales..............+.- Feb. 317,200(pI) 353,946 = 202,597 weeks earlier than last year. Factory prices for 
Pon yal Months............ 1939 671,146. . see 429,149 tires have recently been advanced by 214%. 
Passenger Cars, U.S............ Jan. 180,598 241,623 126,442 pane a ih 
ck Re RE im. Trae statoat ae Although whisky production during January 
PAPER (Newsprint) was 15% lower than for December, and 21% 
Production, U.S. & Canada * (tons)..| Feb. 271.4 285.6 264.0 | below the like month of 1938, inventories at the 
Shipments, U.S. & Canada* (tons)..| Feb. 250.2 274.8 225.4 end of the month were 1% higher than a month 
Mill Stocks, U.S. & Canada* (tons).| Feb. 28 212.2 190.8 170.9 earlier and 2% above last year. 
* * * 
LIQUOR (Whisky) 
Production, Gals.*.............. Jan 9,192 10,780 11,639 Expanding for the third consecutive month, 
Withdrawn, Gals.*.............. Jan 5,008 7,693 4,231 machine tool orders in February reached the 
SST A erie ane parr Jan 470,251 466,809 459,246 highest point since September, 1937, at a level 
105% above last year. Portland cement ship- 
GENERAL ments in January were 25% above last year. 
Machine Tool Orders (n)......... Feb. 167.1 150.8 75.7 North American output of newsprint during 
Railway Equipment Orders (Ry.).. . February was fractionally larger than for the like 
SS EC OO Ea Feb. 3 8 109 month of 1938, with stocks at mills, held by pub- 
TORE eae ee ner ree Feb. 2,004 3 17 lishers and in transit on the first of the month about 
UMMM MO Ss eas sre © Feb. None 47 15 29% below last year. Owing to excessive stocks 
Cigarette Production{............ Jan. 13,863 12,656 13,058 occasioned by mild weather, hard coal mine 
Bituminous Coal Production * (tons)| Feb. 33,910 35,530 27,440 operators and labor leaders have agreed to halve 
Boot and Shoe Production Prs.*...| Jan. 33,527 29,988 25,706 production during March. 
Portland Cement Shipments*...... Feb. 5,043 5,640 4,575 
Commercial Failures (c)........... Feb. 963 1,263 1,149 
WEEKLY INDICATORS 
Latest Previous Year 
Date Week Week Aum PRESENT POSITION AND OUTLOOK 
M. W. S. INDEX OF BUSINESS 
ACTIVITY 1923-25—100...... Mar. 11 84.0(pl) 83.0 70.5 Electric power output continues to expand 
at a much faster than normal seasonal pace and is 
ELECTRIC POWER OUTPUT running currently about 11% above last year. 
CMM eco sian ei aces Mar 11 2,238 2,244 2,015 Revenue of manufactured and natural gas Utilities 
last year totaled $784,000,.000—2.3% below 
CARLOADINGS 1937—a decline of 5.4% in natural gas having 
RE ce Cine toss Meee Cus Mar.11 591,691 598,691 556,730 more than counterbalanced a gain of 1.4% for 
RS aeue a yea t's cG a i 6 Mar.11 31,211 32,344 31,429 manufactured gas. 
aE NG ae oda Mar.11 118,314 129,129 105,274 ae ee 
Pereet Procell. oss s Us a's Mar.11 25,927 24,446 27,613 Although consumption of steel is expanding 
Manufacturing & Miscellaneous....| Mar.11 239,117 233,322 216,917 seasonally, large consumers continue to draw 
Ove PAG: fusca ok Beek e. Mar.11 152,422 153,420 150,694 upon inventories and pursue a hand-to-mouth 
buying policy; so that the steel operating rate 
STEEL PRICES has failed thus far to pick up as rapidly as usual at 
Pig Iron $ per ton (m)............ Mar. 14 20.61 20.61 23.25 this time of year. Reaffirmation of first quarter 
Scrap $ per ton (m).............- Mar. 14 15.17 15.17 13.588 | prices on second quarter shipments, however, is 
Finished c per lb. (m)...........- Mar. 14 2.286 2.286 2.512 | expected to release orders and permit speeding up 
of production. Bookings of structural steel in 
STEEL OPERATIONS January were 26% above the like month of 1938. 
J of Capacity week ended (m)....| Mar. 18 56.0 55.0 33.0 The industry plans to spend only 126 millions on 
new construction and equipment this year, the 
CAPITAL GOODS ACTIVITY smallest total in five years. ~ 
(m) week ended................. Mar. 11 75.1 16.4 53.1 yeh ok pet bc 
Foreign and domestic demand for U. S. gaso- 
PETROLEUM line in January ran about 10% above the like 
Average Daily Production bbls.*..) Mar. 11 3,353 3,315 3,382 month of 1938; but a sharp drop in exports during 
Crude Runs to Stills Avge. bbls.*..| Mar. 11 3,205 3,230 3,093 February brought total demand down to around 
Total Gasoline Stocks bbls.*...... Mar.11 85,966 85,379 92,294 last year's level. Prices in the mid-continent area 
Gas and Fuel Oil Stocks bbls.*....| Mar.11 130,646 131,930 121,439 | have firmed a bit recently with the onset of the 
Crude—Mid-Cont. $ per bbl...... Mar. 18 1.02 1.02 1.27 season for heaviest use by motor cars. 
Gasoline—Refinery $ per gal...... Mar. 18 055% 05% 065g 





Dept. of Agric., 1924-29—100. 











t—Millions. *—Thousands. (a)—Federal Reserve 1923-25—100. (b)—Federal Reserve Bank of N. Y. 100%—estimated long 
term trend. (c}—Dun & Bradstreets. (cm)—Dept. of Commerce estimates of income paid out. (d)—Nat. Ind. Conf. Bd 1923—100. (e)— 
(ee)—Dept. of Agric., 1909-14—100. (f)—1923-25—100. 
(h)}—U.S.B.L.S. 1926—100. (j)—Adjusted—1929-31—100. (k)—F. W. Dodge Corp. 
liminary. (s)—Fairchild Index, Dec., 1930—100. (En)—Engineering News Record. (Ry)—Railway Age. 


(g)—Chain Store Age 1929-31—100. 
(m)—lron Age. (n)}—1926—100. (pl)—Pre- 
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Trend of Commodities 


Sensational European developments, again evoking fears 
of an ge sti outbreak of actual war. were reflected in 
varying degrees in the commodity markets. Industrial com- 
modity prices wavered under the pressure of futures liquida- 
tion apparently inspired by doubts over the domestic busi- 
ness trend under the impact of the latest series of European 

litical disturbances. Metal prices were firm, but the in- 
Sioa of war threats were apparent in the course of wheat 


and sugar prices. The more immediate effects of the latest 
crisis appear likely to be a retardation of forward commit- 
ments and reversion to cautious buying policies, rather than 
any serious set-back in the general tempo of business activity. 
For the most part, prices are likely to hold within a narrow 
range. Any appraisal of prospects however, must be amply 
qualified to admit the uncertainties surrounding the trend 
of events abroad. 
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Changes 
sae up 0.3 

no change 
up 0.1 

up 0.4 

up 0.2 








Latest 





J A J J 


i MJ A NO 
1938 L 1999! 





in Major Commodity Price Groups for the Fortnight Ended March 12, 1939 


Metals. .... a See alka hs no change 
y nies ee up 0.2 


Building Material 
up 0.3 


fa] ings. . Sie axe f no change 
mA SER ee ais asain up 0.4 






































Previous 
| rae Wk. orMo. Wk. or Mo. pas PRESENT POSITION AND OUTLOOK 
fee See aR te Dien 
COTTON Cotton. A sudden decline of $3 a bale inthe | 
| Price cents per pound, closing | March contract on the expiration day, over- | 
A REE ELT NS ee Mar. 18 8.14 8.36 8.54 | shadowed other developments in the cotton mar- | 
July... Mar. 18 7.95 8.16 8.61 | kets at the close of the past week. The break was — 
BOGE cone dtc. os cae ees 8.89 9.11 8.60 | attributed to the delay on the part of some dealers, 
| (In bales 000's) | in liquidating contracts prior to the last day and | 
| Visible Supply, World........... Mar. 17 8,711 9,180 9,127 | when attempts were made to sell the market was | 
Takings, World, wk. eno.......... | Mar. 17 315 422 388 | unable to absorb offerings. The legislative pros- 
Total Takings, season Aug. 1 to....; Mar.17 11,711 11,462 12,327 | pect for cotton remains about as muddled as ever. | 
Consumption, U.S............-..| Feb. 562 592 427 | Opposition is growing to the Smith Bill, and 
Exports, wk. end................| Mar.17 17 71 95 President Roosevelt is reported to be against it, 
Total Exports, season Aug. 1 to....| Mar. 17 2,663 2,586 4,574 favoring in its place an export subsidy plan. Prices 
Government Crop Est............ 1938 SPOOR Ze aes 18,946 likely to hold in a narrow range. 
Active Spindles (000's).......... Feb. 22,595 22,440 22,347 Penis ae 
Rete Wheat. European war threats dominated the 
WHEAT wheat market and prices firmed up significantly. 
Price cents per bu. Chi. closing | Among various news items, and indicative of the 
ENR PR Se OP Eee SORA Se tigre Mar. 18 68 68 881%) nature of recent events, was one to the effect that e 
BO ed. re OES Mar. 18 68 6814 8534; prominent food processor had been urged by for- 
| Exports bu. (000's) since July 1 to.} Mar.11 104,56? 103,196 94,832 eign correspondents to take a long position in 
| Exports bu. (000's) wk. end....... Mar. 11 1,373 2,667 1,105 wheat. On the other side of the picture were re- 
Visible Supply bu. (000's) as of ...| Mar.11 81,764 85,047 56,637 ports of a German barter arrangement with Argen- 
| Gov't Crop Est. bu. (000's)....... 1938 990,000 yess 873,993 tina involving a substantial quantity of wheat. 
eee Weather reports from the Southwest were more 
CORN favorable. Spring wheat plantings will be cut 17 
Price cents per bu. Chi. closing | per cent. 
OSES 2S Pe ice eee | Mar. 18 47% 481 60 ide beeen 
OE ea ees od gn feng 9 | Mar. 18 491 50% 61% Corn. The May contract after reaching a five- 
Exports bu. (000's) since July 1 to.| Mar.11 63,015 62,283 37,200 year low rallied somewhat, apparently under the 
Visible Supply bu. (000's) as of...| Mar.11 45,032 45 393 38,314 | stimulus of short covering urged by European de- 
Gov't Crop Est. bu. (000's)....... |. 1988. SAOD O58. <4... 2,644,995 | velopments. Exports have continued to lag. 
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bin Wea ale tas _ PRESENT POSITION AND OUTLOOK 
e , ; ‘ 
— —= = 
oe Ib Copper. On the whole February statistics 
"De ween He Mar. 18 11.25 11.25 10.00 were favorable. Production data, both foreign 
E emeene . ace aN a re 18 1041 1% 10.30 9.85 | anddomestic reflected curtailed output. Domestic 
Refined Prod. Domestic (tons) Sees rey 59 995 66,182 59,393 | deliveries held up and were substantially ahead of 
epsoatet ph svi Pear F Aa 48.067 54 059 27.389 | last year; foreign deliveries also gained in February 
Refined Stocks, Domestic (tons)....| Feb. 28 308,958 301,110 326,244 | but sy — ya “e of a vm ago. Perio 
Refined Prod., World (tons)..... .. Feb, 168,053 173,480 «161,950 | ‘mention on He-beei of veces —— 
Refined Del., World (tons)........| Feb. 149,598 150,589 138,185 equivalent to @ _— — s supply. 
Refined Stocks, World (tons)... ... Feb. 493,114 480,059 529,134 | lps ; 
: Tin. In the face of unsettling intemational 

TIN | events, and doubt as to the possible developments 
Price cents per Ib., N. ¥.......... Mar. 18 45.90 46.35 41.37 | at the meeting of the International Tin Committee 
Tin Plate, price $ perbox........| Mar. 18 5.00 5.00 5.35 | scheduled for Mar 22, tin prices have held fairly 
World Visible Supplyt as of ...... Feb. 28 35,245 34,240 25,261 | firm. Buying interest is quiet. 

Se SG OTINGHORT focusses cscs Feb. 4,105 4,330 4,420 | 4 >. 
U.S. Visible Supplyt as of ....... Feb. 28 5,486 4,624 5,116 | Lead. Buying has quieted down, a natural 
| reaction after heavy orders placed in recent weeks. 

LEAD | Prompt shipments are being urgently demanded. 
Price cents per Ib., N. ¥.......... Mar. 18 4.85 4.85 4.50 | Renewed weakness in the London market, how- 
U. S. Production (tons). Das ote wie ed O Jan. 41 ,507 34,683 39,196 ever, may exert pressure on domestic prices. 

U. S. Shipments (tons)........... Jan 40,189 33,908 34,923 | PEE 
Stocks (tons) U. S., as of.......... Jan. 31 117,214 115,902 133,401 | Zine. Stocks declined 211 tons in February. 
Production was off 4,630 tons and shipments de- 

ZINC es ae I a ate 4.50 4.50 4.95 clined 2,803 tons. Following a week of large 
Price cents per b., St. Louis.......| c “ 39.519 44142 41.146 tonnage sales, interest has lagged recently and 
: > sen ae aie bea Feb, 39793 49.596 99'097 early renewal will depend upon the nature of later 

. S. Shipmen eas aay aes eb. 1 ! ‘ E devel ts. 
Stocks (tons) U. S., as of.......... Feb. 28 128,009 128,220 108,138 | Pe eT ee 

SILK Silk. February statistics were featured by a 

; , harp drop in the movement-into-sight figures, 
Price $ per Ib. Japan xx crack... .. Mar. 18 2.31 2.15% 1.65 — ‘ 
Mill Dels. U. S. (bales), season to..| Mar. 1 296,410 263,191 252,036 which were the smallest since February, 1923. 
Visible Stocks N. Y. (bales) as of..| Feb. 28 38,178 48,554 43,834 | All visible stocks dropped to 98,078 bales, the 
2 first time they have been less than 100,000 bales 
since July, 1929. Hosiery shipments in January 
yr tech iecan 4 bie ae 51.0 51.0 54.0 were the largest for any January in history. 
Male 4,'Ste' ena es eS ake . . * * 

Cansumplin- (a). 2... os. Feb. 25.7 27.1 16.8 R : é 
’ A 61.1 ayon. March shipments will probably show 
Ah yer — €6 some decline, but with stocks at mills at the begin- 

WOOL ning of the month practically unchanged, the re- 
Price cents per Ib. Tops, N. ¥......| Mar. 18 85.0 86.0 82.0 duction in output is likely be small. 

HIDES Wool. Mill operations are tapering off from 
Price cents per Ib. No. 1 Packer...| Mar. 18 10.0 10.75 9.0 the high level held since the beginning of the 
Visible Stocks (000's) (b) as of....| Jan. 31 5,849 5,764 6,613 | year a of on fall season in the near 
No. of Mos. Supply as of.........| Jan. 31 8.9 9.0 12.0 siete many ap pees _ ed = 

RUBBER Hides. February shoe production has been 
Price cents perb................| Mar. 18 15.80 16.66 13.80 estimated at 36,750,000 pairs as compared with 
ening een Feb. 36,490 39,082 43,930 _| 30,331,000 pairs in February a year ago. Shoe 
Consumption, Ny os eth «sav Feb. 42,365 46,234 23,868 importations are likely to be hit by the German 
ania a Feb. 28 231,475 237,896 294,338 absorption of Czechoslovakia. Futures declined in 
Tire Production (000's)........... Jan. 4,581 4,129 2,697 | sympathy with the sharp drop in the stock market. 
Tire Shipments (000’s)............ Jan. 4,163 4,154 2,448 Lae 

. “Se , 31 8,932 8,451 10,801 Rubber. Crude rubber consumption in Febru- 
Vire loveatery (00's) os of - : ary declined 8.4 per cent from the January level 

COCOA but was nearly 78 per cent above February a year 
Price cents per Ib. May........... Mar. 18 4.49 4.52 5.67 | ago. Domestic stocks declined about 6,400 long 
Arrivals (thousand bags).......... Feb. 633 253 266 tons. Prices promise to hold fairly firm. 

bins ee Aenean 590 Po ease 
Warehouse Stocks (thousand ibs) _ Cocoa. In the face of the political develop- 

COFFEE ments abroad, prices have held firm. In a 
ten teat oath. fb. 2..-.:...:- Mar.18 734-75 Tip-7%, 734| similar setting last year, sharp reactions occurred. 
Imports, season to.......-....... Mar. 1 9,199 8,103 7,618 | Short covering, following reports that Great Britain 

fees ; |: Mar. 1 1,506 1,454 1,347 has listed cocoa as an ‘‘essential commodity" ap- 
U.S, Himes Spety Conge 000's) = parently accounted for the current price stability. 
| « * * 

a + tt per Ib. Sugar. The reduction of 76,771 tons in raw 
Duty free delivered............ Mar. 18 2.85 2.76 3.01 | sugar quotas, although not large, was regarded as 
Refined (Immediate Shipment)...} Mar. 18 4.30-4.50 4.25-4.40 4.65 | a step in the right direction by the trade and set 

U. S. Deliveries (000’s)*........-. Jan. 345 627 375 off a brisk buying wave. Both raw and refined 
Refiners Stocks (000's)* as of...... Jan. 31 609 492 594 prices were revised upward. 
(a}—Million Pounds. (pl)—Preliminary. (c)—Santos No. 4.N. Y. t-—Long tons.  *—Short tons. 
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Money 


and Banking 























Latest Previous Year 
Date Week Week Ago COMMENT 
INTEREST RATES 
Time Money (60-90 days)........ Mar. 18 1%4% 114% 114% Banking developments for the past several weeks 
Prime Commercial Paper.......... Mar.18 %%-1% 5e-1% 1% have featured large scale purchases of Treasury 
CA IMANE (le s0 se ea Mar. 18 1% 1% 1% bonds by New York City Member Banks. 
Re-discount Rate, N. Y........... Mar. 18 1% 1% 1% In the most recent week, holdings of Treasury 
obligations increased $197,000,000, the third 
CREDIT (millions of $) successive weekly gain. This trend appears to 
Bank Clearings (outside N. Y.)..... Mar. 4 2,531 2,054 2,363 mark a turn in investment policy and a greater 
Cumulative year's total to......... Tie Wie fe) >: Pe aanee a Oa 20,602 willingness on the part of banks to buy longer term 
Bank Clearings, N. Y.........-.-- Mar. 4 3,758 2,582 3,341 governments, for the larger yield obtainable. 
Cumulative year's total to......... War. 4° 20514 = gS; 28,912 Holdings of Government guaranteed securities 
F. R. Member Banks were off $24,000,000 in the latest week, while 
Loans and Investments.......... Mar. 8 21,788 21,594 21,262 other securities were down $9,000,000. AIl- 
Commercial, Agr., Ind. Loans...| Mar. 8 3,773 3,773 4,342 though total loans and investments registered a 
ne ee EC Mar. 8 923 7199 881 decline of $17,000,000, investments were up 
Invest. in U. S. Gov'ts.......... Mar. 8 8,176 8,143 8,081 $58,000,000. Loans to brokers and security 
Invest. in Gov't. Gtd. Securities..} Mar. 8 2,030 2,019 1,152 dealers were off $43,000,000, while loans to 
Other Securities............... Mar. 8 3,244 3,246 3,009 commerce and industry were up $1,000,000, 
Demand Deposits..........-.-- Mar. 8 16,086 15,965 14,514 marking the fifth successive week in which com- 
Time Deposits... .........-.-. Mar. 8 5,224 5,202 5,258 mercial borrowings have risen. 
New York City Member Banks eros oe 
— Loans and oa ae Mar. 15 7,957 1,974 7,724 
omm'l Ind. and Agr. Loans... ./ Mar. 15 1,366 1,365 1,060 Excess reserves of all member banks now 
Brokers Loans. . Fale ama ae Mar. 15 715 758 603 stand at $3,440,000,000, and not far from the all- 
Invest U. S. Gov'ts..........-.-| Mar.15 2,795 2,704 3,003 | time high of $3,600,000,000 last January. It | 
Invest. in Gov t Gtd. Securities...) Mar. 15 1,037 1,061 A427 appears certain hat the latest European crisis will 
Other Securities spiky, cai selene i Mar. 15 1,162 1,171 1,051 precipitate another deluge of gold to the United | 
Demand Deposits ss tabard eelbae Mar. 15 6,938 6,956 5,834 States, which coupled with increased Treasury ex- | 
Time Deposits..............-. Mar. 15 615 633 645 penditures will carry excess reserves over the $4,- | 
Federal Reserve Banks 000,000,000 mark in the not distant future. How 
Member Bank Reserve Balance...} Mar. 15 9,077 8,985 7,328 to meet the problem of steadily expanding excess 
Money in Circulation. ........- Mar. 15 6,751 6,751 6,328 reserves is a question for which no ready answer | 
Gold Stock...........-....5+. Mar.15 14,983 14,923 12,778 is at hand. Mounting excess reserves and the | 
Treasury Currency.............. Mar. 15 2,832 2,829 2,672 resulting low—very low— interest rates doubtless 
Treasury Cash........---+..++. Mar. 15 2,712 2,716 3,550 influenced New York banks to risk the possibility 
Excess Reserves. ........------ Mar. 15 3,440 3,410 1,460 of later depreciation in Government bond values 
Se and substantially expand their portfolios of long 
NEW FINANCING (millions of $) term Treasury bonds in order to receive the higher 
Corporate . Fe nee ences eens essen Feb. 159.7 15.6 103.1 return. Apparently they see little chance of 
ee ee ee, pe | Oe oie 














POSITION OF FOREIGN BANKS 





Mar. 15, 1939 


Mar. 16, 1938 


COMMENT 








BANK OF ENGLAND (000's) 
ae TERE Cs cae ar aC eene eee eae 
Pulse Damosits 2. 65:5 sik os 
Private Deposits................. 
Bankers Accounts.............-. 
Other Accounts................. 
Government Securities........... 
Other Securities...........-...5. 
Discount and Advances.......... 
REESE STR eee a So eae ee 
OO ORE RA ERT SOS ays gripe Wea 
Coin and Bullion................ 


£477,248 
10,525 
142,019 
106,470 
35,549 
97,531 
23,411 
1,707 
21,704 
49,836 
227,085 


£419,416 
11,109 
154,713 
119,046 
- 35,667 
112,203 
24,104 
3,640 
20,464 
47,173 
327,249 





BANK OF FRANCE (000,000's) 
Gold Holdings................. 
Credit Balances Abroad. ......... 
Bilis on Fates. 36se  e S s 
Wheat Office Bills............... 
Advance Against Securities....... 
Note Circulation................ 
Credit Current Accounts.......... 
Temp. Advs. to State............ 
Gold on Hand to Sight Liabilities. . 





Mar. 10, 1939 
Fr.87,265 

740 

4,199 

2,031 

3,370 

113,886 
24,335 
20,627 
63.13% 


Mar. 11, 1938 
Fr.55,806 


ee eeeee 





While it is still too soon to evaluate the effects 
of the latest Hitler coup in Eastern Europe upon 
British industry and economy, it is a virtual cer- 
tainty that the newest crisis will serve to further 
solidify public opinion in Great Britain behind an 
even more intensive armament program. In fact 
reports are current that the people are turning 
against the Chamberlain government, feeling that 
the Premier has failed miserably in his attempts 
toward ‘“‘appeasement."" Unemployment dropped 
sharply in February. Preliminary foreign trade 
figures for February show a balance of imports 
over exports of £22690,973. 

* +. + 


Hard on the heels of the absorgtion of Czecho- 
slovakia by Germany, Premier Daladier has re- 
quested the French Parliament to grant him emerg- 
ency powers until Nov. 30, 1939. Daladier 
pleaded the need for swift and secret action in 
order to meet the thrusts of dictator nations. 
Meanwhile recovery in France continues to gain 
ground and considerable progress is being made in 
strengthening the nation's financial position. 
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POSITION OF FOREIGN BANKS—Continued 








GERMAN REICHSBANK (000's) 


Mar. 15, 1939 


Mar. 15, 1938 








Gold and Bullion................ Rm.70,772 Rm.70,771 
Of Which Deposits Abroad... .. 10,572 20,333 
Reserve in Foreign Currency....... 5,800 5,536 
Bills of Exchange & Checks........ 7,068,500 5,180,330 
eS SESS BOG ee eee 975,000 400,592 
CORT PRN hoofs hice s Give os 1,539,755 725,353 
Notes in Circulation............. 7,573,800 4,949,486 
Other Daily Matured Obligations. . 964,400 823,134 
CJibbae LAGS. CLS Sci se eek ose 454,104 197,832 
Proportion of Gold & Foreign Cur- 
rency to Note Circulation....... 1.01% 1.54% 
BANK OF CANADA (000's) Mar. 15, 1939 Mar. 16, 1938 
Reserve Gold, Coin & Bullion..... $201 ,806 $180,014 
TES SE OGD RSCTA sae eam eee) 2,993 
Reserve in Sterl. & U. S. Dollars... . 35,151 23,290 
Subsidiary Coin................- 412 189 
Dom. & Prov. Gov't Short Term 
EE CSS ee Ae aga 130,793 120,101 
Other Dom. & Prov. Securities. .... 25,486 41,225 
 SNUSE SID e e eee e Ee 12,233 
Mote Circulation... 06.2.5. 159,691 150,276 
Deposits—Dom. Gov't........... 20,177 23,311 
Chartered: Bank$.. 45.65.0055... 206,373 193,514 
Res. to Note & Dep. Liabilities. ... 60.82% 55.80% 





The most immediate gain to Germany from the 
seizure of Czechoslovakia will be a greatly in- 
creased force of skilled labor, of which there has 
long been a dearth in Germany. In addition Ger- 
many will acquire important industrial properties, 
mineral resources and gold reserves. Doubtless 
Germany will seek to convert some of these eco- 
nomic acquisitions toward the furtherance of for- 
eign trade, but there will be a considerable decline 
in the former flow of trade between the United 
States and Czechoslovakia. 


* « a. 


Canadian industrial activity in February was 
practically on a par with January. Gains were 
reported for the clothing and apparel industries, as 
well as for pulp and paper and wood industries. 
Principal declines were in the automotive trades 
and the heavier divisions of the steel industry. 
Mining, chemical and miscelleanous industrial 
categories remained unchanged. 








FOREIGN EXCHANGE IN DOLLAR TERMS 





























Quotations in cents and decimals of Demand Cables 
a cent except pound sterling which is Mar. 17 Year Ago Mar. 17 Year Ago COMMENT 
in dollars and cents. 

County and Par | 

Great Britain ($8.2397 a sov.)....... 4.6844, 4.IAY, 4.6814 4.94%, | 
Belgium (16.9502c a belga).........| 16.8234 16.82%, 16.8234 16.82%, | European currencies stood up sturdily under the 
Denmark (45.374c a krone)......... 20.8942 22.10 20.89% 22.10 shock of Hitler's latest drive to the East, possibly 
Finland (4.264 a finmark).......... 2.061% 2.1914 2.061 2.19% | selieved: thet of all compass points his chosen 
France (par not definite)............ 2.643% 3.063% 2.6435), 3.06% | course was toward the least evil. The strong stand 
Germany (40.33c a mark)**......... 40.13% 40.12 40.13% 40.12 then taken by England, France and even the 
Germany (benevolent mark)......... ee 2 ees ak Se United States, however, together with the appar- 
Germany (travel mark).............. 22.00 24.00 22.00 } 24.00 ently unshaken solidarity of the Rome-Berlin axis, 
Germany (handels sperrmark)t....... See 440%. 3:.: was too much for the nerves of European capital 
Greece (2.197 a drachma)......... 0.86 0.911% 0.8614 0.91% | Already half-convinced that the only safety lay in 
Holland (par not definite)........... 53.08% 55.12 53.08% 55.12 | flight westward across the Atlantic, a good part 
Hungary (29.613¢ a pengo)q....... 19.80 19.90 19.80 19.90 | ofthe mobile funds which had not taken this course 
Italy (5.2634¢ a lira)§............-- 5.26% 5.261% 5.26% 5.26% | earlier looked for opportunities to do so at once. 
Norway (45.374¢ a krone).......... 23.52 24.87 23.52 24.87 | Asa sidelight, American currency circulation in- 
—— eyhons a —_. , nase easy. baste re — = | dicated that dollar hoarding abroad was continuing 

ortuga!l (7.483c an escudo)......... y ; ‘ F te ineueiite: 
Rumania (1.012c a leu)............. 0.75 0.75 0.75 0.75 
Sweden (45.374 a krona).......... 24.10% 25.49% 24.10% 25.4916 yet A. 
Switzerland (par not definite)........ 22.65 22.82 22.65 22.821 ae 
Yugoslavia (2.981¢ a dinar)......... 2.30 2.35 2.30 2.35 Stabilization funds of the various countries re- 
Shanghai dollars (unsettled)......... 16.12% 28.50 16.12% 28.50 ceived a severe test and up to the date of writing 
Hongkong dollars (unsettled)........ 29.121 30.85 29.12% 30.85 they have succeeded in preventing any but minor 
India (61.798c a rupee)............ 35.05 37.38 35.05 37.38 fluctuations in exchange rates. Spot quotations 
Japan (84.39¢ a yen). ..........4-- 27.30 28.5644 27.30 28.5614 | forthe pound, for instance, declined 3/16c on the 
Sts. Settlements (96.139¢ a dollar)... .| 54.50 57.8114 54.50 57.8114 | day the issue between the axis and the democracies 
Argentina (71.87¢ a paper peso) J. ..| 23.10 25.96 23.10 25.96 became most clearly drawn. The discounts on 30 
Argentina (71.87¢ a paper peso)**...} 31.21 33.00 31.21 33.00 and 90 day futures, however, showed full evidence 
Brazil (20.25¢ a paper milreis)**..... 5.90 5.95 5.90 5.95 re i 6 felt — the — Only 
Chile (20.599c a gold peso)f....... 5.19 5.19 5.19 5.19 the French authorities appeared to make any effort 
real ($1 645 a gold nt ..| 56.98 54.65 56.98 54.65 to control rates for forward transactions, with {the 
Mexico, peso (unsettled)........... 20.25 27.80 20.25 27.80 discount on pounds, guilders, belgas and Swiss 
Peru (47.409c a sol)f............-: 20.25 24.40 20.25 24.40 francs widening sharply. It seems inevitable that 
Uruguay ($1.751 a gold peso). .... 37.50 46.00 37.50 46.00 | spot rates will be tested further, and the outcome 
Uruguay ($1.751 a gold peso) t**. .. .| 61.60 65.13 61.60 65.13 is apparently to be the result of military rather than 
Venezuela (32.67c a bolivar)4...... 31.63 30.75 31.63 30.75 economic decisions, 
Venezuela (32.67c a bolivar)**...... 31.63 31.621 31.63 31.62% 





t+—Nominal quotations. 











4—Free rate. 


**—Official rate. 


§—Travel lira, 4.75c. 
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THE MAGAZINE OF WALL STREET COMMON STOCK INDEX 
1938 Indexes 1939 Indexes COMMENTS 
No. of ‘ 
High Low Issues (1925 Close—100) High Low Mar. 4 Mar. 11 Mar. 18 After advancing gradually on expanding 
71.8 44.2 316 COMBINED AVERAGE 73.1 69.7. 70.3 708 63.7 ee oe 9 Routine asso 
133.9 88.5 5 Agricultural Implements. 119.4 101.8 119.1 119.4 107.2 _ |] weekly index of 316 active common stocks, 
47.9 24.7 6 Amusements........... 43.2 35.5 38.9 40.3 35.5 || slumped seven points during the week 
92.3 43.1 15 Automobile Accessories. 92.3 75,2.:.:852:- 05 15.9 ended March 18 to within a point of the 
148 7.0 12 Automobiles........... 128 106 124 12.0 10.6 || January war scare low—a typical Hitler 
182.7 75.2 11 Aviation(1927Cl.—100) 189.7 150.4 168.0 159.0 159.6 || market. Our daily index of 40 industrials 
16.1 89 3 Baking (1926 Cl—100).. 15.4 11.7 15.0 15.4 13.6 || held somewhat better than the weekly 
203.3 120.2 3 Business Machines....... 183.9 157.7 171.8 172.0 157.7 || index. Speculative securities, in 
177.5 111.6 9 Chemicals.............. 168.2 147.1 1608 169.7 147.1 maior yn porter ge msrpinnpld 
50.2 25.6 20 Construction............ 4171.5 38.0 42.9 43.9 38.0 Hy : 
246.2 173.8 5 Containers............. 242.6 205.3 2188 297.8 205.3 || new lows for the year. High grade public 
129.6 60.0 9 Copper & Brass......... 118.6 93.0 106.7 1088 93.0 tig Sg erage Me pre ee 
28.0 21.8 2 Dairy Products.......... 29.8 23.6 29.1 29.8h 27.3 ' & ° 
27.4 12.2 8 Department Stores....... 23.9 20.1 23.3 923.9 21.1 || temal bonds of several foreign gover- 
65.5 40.1 7 Drugs & Toilet Articles... 53.5 49.3 599 535 485 a PN is Argentina, Italy and Po- 
329.0 158.1 2 Finance Compenies “ee 312.0 264.8 308.1 301 A 280.0 —— to the lowest level in 
81.1 33.3 7 Food Brands........... 86.2 77.4 84.6 86.2 $0.3 
35.3 20.8: 3:Food Sieres.........5.. 41.9 34.4 40.9 40.6 38.4 . 
72.1 36.9 4 Fumiture &FloorCovering 792.1 60.0 70.2 71.0 64.0 
1262.1 953.7 3 Gold Mining........... 1301.2 1204.3 1301.2h 1271.0 1222.0 Since our last issue, 8 of the 43 sub- 
32.1 21.1 6 Investment Trusts........ 27.6 23.8 25.8 26.3 23.8 groups into which our weekly price index 
223.7 140.7 4 Liquor (1932 Cl—100).. 193.1 163.5 186.5 188.5 169.8 is divided displayed long term strength by 
138.0 77.6 9 Machinery...........-. 129.0 108.1 123.5 1236 111.2 behaving better than the general market. 
85.8 49.1 2 Mail Order............ 87.4 16.0 84.7  87.4h 80.4 During the week ended Mar. 11, the Food 
56.5 36.5 4 Meat Packing.........- 52.3 43.3 51.2 52.3 48.9 Brands group advanced to the highest level 
195.9 116.0 14 Metals, non-Ferrous..... 173.6 1463 156.3 162.9 146.3 since June 7, 1930, under the leadership 
14.0 8 Ge ae eee 13.5 10.7 87 12.5 10.7 of oe ee i Order issues 
113.0 76.2 24 Petroleum............-- 100.9 89.6 94.5 97.3 89.8 average e highest since Sept. 4, 1937; 
65.6 38.8 18 Public Utilities.......... 62.6 55.4 62.6 62.3 55.6 while Dairy Products reached the best level 
18.9 10.3 4 Radio (1927 Cl.—100).. 17.0 13.4 16.8 17.0 14.3 since Oct. 9, 1937. 
61.6 28.2 9 Railroad Equipment..... 61.6 48.0 55.8 54.9 48.0 z x ; 
18.6 106 22 Railroads.............. 18.1 14.8 16.8 16.7 14.8 
9.5 by Been SSS ee Spra 1.9 6.1 6.8 7.3 6.1 Groups holding above the bench mark 
82.7 36.1 2 Shipbuilding..........-. 82.7 60.2 10.9 68.5 60.2 reached by the Combined Average during 
106.5 55.2 13 a OSE apes ae sg os 91.5 — 79.3 are slump, in descending order of 
25.7 17.4 2 Sugar........--.---++- ‘ 16. 17.7 180 17.2 technical strength, were Meat Packing, 
160.4 1186 S:Gelphe.s oe... 0 see 153.2 129.7 130.3 133.4 129.7 which failed to decline as far as its Feb. 25th 
60.0 37.6 3 Telephone &Telegraph.. 52.7 46.4 51.8 52.7 41.7 bench mark; Dairy Products, which stopped 
00.8 SUD: A Cet. 6 sos ss 45.0 37.6 42.2 43.9 38.9 short of its Feb. 18th bench mark; Agri- 
20.6 10.0 4 Tires & Rubber......... 20.0 16.1 19.1 19.3 17.3 cultural Implements, Drugs & Toilet Articles, 
66.1 638 . 4 Tobeceo............-.-- 85.9 82.4 85.8 85.5 84.0 Fumiture & Floor Coverings which stopped 
ee Se eg ee See eee 36.9 28.5 35.7 34.4 28.5 short of their Feb. 11th bench marks; and 
243.3 1460 4 boned sory as 241.4 2040 231.3 241.4 291.8 Variety Stores, which held above its Feb. 
‘Fests ett OCC eee 20 Unclassifi 1 _ 4th bench mark. 
HD cisccciecs sss. ORR 00? 987 RO 83 Bake 
H—New HIGH record since 1931. h—New HIGH since 1937. 
< Thirteen groups displayed longer term 
DAILY INDEX OF SECURITIES ahs technical weakness during the week ended 
Ree ° ~~ |} Mar. 18 by breaking through their Januar 
N.Y. N. ¥. Times y breaking through their January 
, 3 ; lows. The Sulphur group fell to the lowest 
Ph rn nap ol Hish- ~— Sales level since Apr. 4, 1938; Containers and 
Monday, Mar.6.... 73.88 148.84 3253 105.21 103.86 OE [preening ets le eagle ond 
Tuesday, Mar.7.... 73.83 149.37 32.80 104.97 104.05 568,630 || 5 peeeeenreet: renee Sriaabiagy ont Wee 
Wednesday, Mar.8. 74.06 151.42 33.66 106.81 104.66 1,048,440 _|| Fewous Metals, lowest since Sept. 17, 
Thuneday, Mar.9.... 74.20 151.33 33.33 107.49 105.97 1,357,865 _|| Chemicals, Construction and Copper, lowest 
Friday, Mar. 10.... 74.31 152.98 33.37 107.51. 106.40 —_— 1,210,370 _| Since Sept. 24, Paper, Shipbuilding and 
Saturday, Mar. 11... 74.23 151.77 33.07 107.34 106.48 EG cnsacap sp niampnaces~ Agra eae deed 
Monday Mar. 13... 74.11 . 150.79 32.45 106.48 105.54 Med 5 ee tA. 
Tuesday, Mar. 14... 74.02 151.10 32.75 105.98 105.01 685,190 e He 
Wednesday, Mar.15 73.41 147.66 31.55 105.08 109.83 1,113,100 : 
Thursday, Mar. 16... 73.46 147.54 31.42 103.63 102.63 669,520 * : 
Friday, Mar.17.... 72.72 143.89 30.19 102.44 100.15 1,470,190 felled oo. erent tla geh 
Saturday, Mar. 18... 72.08 141.68 99.58 99.65 98.60 1,007,240 weakness can not be gauged by the exten 
of a move alone; since some stocks and 
STOCK MARKET VOLUME groups are inherently more unstable than 
Week Ended Mar. 18 Week Ended Mar. 11 Week Ended Mar. 4 others. Thus the Tobacco group has cov- 
5,593,000 5,560,930 4,461,339 ered a range of only 3.5 points this year, or 
Total Transactions Same Date Same Date less than 5%; whereas the Copper group last 
Year to Mar. 18 1938 1937 week slumped 16 points, or 14%. 
53,051 667 49,106,550 148,685,276 
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Coming Investment Favor of 
Merchandising Issues 





(Continued from page 675) 
reported for 1937, likewise stands to 
gain. 

According to the Department of 
Commerce’s seasonally adjusted in- 
dex, variety store sales, having 
dropped 19% from December, 1937, 
to May, 1938, had recovered 16% 
by last December. The preliminary 
figure for February indicates a two- 
month decline of 9.5%. Surprisingly 
enough, these cyclical swings were 
greater percentagewise than those 
recorded over the same period by 
the Federal Reserve’s index of de- 
partment store sales. Since fluctua- 
tions in variety store earnings, how- 
ever, have been generally smaller 
than those of department stores, it 
is apparent that a_ considerably 
lower leverage factor attaches to 
operations of companies in the for- 
mer group. 

The current earnings outlook for 
the variety chains is enhanced by 
receding prospects of any further 
punitive chain store taxation. Only 
one new state levy of this sort was 
enacted last year and none is ex- 
pected in 1939. The Patman bill, a 
Federal counterpart of the state 
measures, is now conceded virtually 
no chance of passage. 

J. C. Penney, operating some 
1,540 stores located for the most 
part in the smaller cities of the mid- 
west, might better be classified as a 
dry goods merchandiser than a va- 
riety chain as apparel lines con- 
tribute most importantly to total 
sales volume. Per share earnings of 
$5.40 last year were down only 17% 
from 1937 despite a $17,400,000 drop 
in sales and a Federal tax burden 
but slightly less than the year be- 
fore. Dividends have been paid 
without interruption through both 
depressions of the ’thirties, and even 
on the basis of the $4.25 distributed 
in 1938, without allowance for a 
probable increase in payments this 
year, the stock is attractive for in- 
come at current levels around 85. 
Like Best in the department store 
group, Penney is entitled on its rec- 
ord to a high investment rating 
among units of its type. 

Of companies falling more prop- 
erly into the variety store category, 
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H. L. Green and G. C. Murphy are 
considered to have more than aver- 
age attraction. The latter concern 
in particular, ranking sixth in the 
field and operating about 200 units, 
has been outstanding in point of 
sales growth. In only two years of 
the past decade, 1932 and 1938, has 
volume failed to better the level of 
the previous year, and sales last 
year were less than 1% under those 
of 1937 which, incidentally, were 
2.7 times 1929 sales. A consistently 
higher than average ratio of net to 
gross bears witness of unusual man- 
agement ability and at current 
prices Murphy has considerable ap- 
peal on both an income and an 
appreciation basis. As more seasoned 
issues, Woolworth and W. T. Grant 
probably warrent higher investment 
ratings though yield and capital en- 
hancement possibilities are somewhat 
more limited. S. H. Kress and S. S. 
Kresge appear to advantage from 
the standpoint of income stability. 
while McLellan, with a rather spotty 
dividend record, and McCrory, only 
a few years out of receivership, must 
be ranked as issues of lower calibre. 





Freeing Venture Capital 





(Continued from page 664) 


tion that a dearth of new capital 
offerings is attributable chiefly to 
onerous regulations of the S E C. 
The requirements of that body ap- 
ply as much to refunding issues as to 
those for new capital. 

We will never duplicate either the 
total security financing of 1925- 
1929 or some of the types of finane- 
ing then in vogue. It may be noted 
that of the aggregate new capital 
issues of $28,500,000,000 — utilities, 
real estate, investment trusts and 
railroads accounted, in the order 
named, for $17,513,000,000 or more 
than 61%. What are the potentiali- 
ties now for financing in these fields? 

Excluding holding company op- 
erations, productive new capital 
financing by utilities in 1925-1929 
averaged approximately $840,000.- 
000 a year. In 1936-1937 it averaged 
$137,000,000 a year. Actual 1936-37 
capital expenditures, however, were 
around $400,000,000 a year—fin- 
anced mainly out of earnings and 
depreciation—and thus were some- 
what more in line with 1925-1929 
than utility financing. While de- 





mand for electricity is still growing, 
rate of growth is less rapid than in 
the °20’s. Under favorable conditions 
we might reasonably expect several 
years of utility capital outlays aver- 
aging $600,000,000 to $700,000,000 
a year and financed up to 50% or 
more by security issues. 

There will not be another invest- 
ment trust boom such as that of the 
late °20’s. As for real estate, open 
market financing on any important 
scale has dropped out of the picture 
but it is not essential. It amounted 
to an average of $658,000,000 a year 
in 1925-1929. In this credit field 
the insured F H A mortgage is now 
an effective substitute. Construction 
has its problems but mortgage cre- 
dit supply is not one of them. 

Surprisingly, railroad new capital 
financing in 1936-1937 averaged 
$233,000,000 a year or more than 
half of the 1925-1929 average. The 
ratio is still better if we eliminate 
non-productive rail financing of 
1925-1929 from the comparison. It 
need hardly be said that long term 
growth of rail traffic has terminated 
and that capital needs relate almost 
wholly to modernization of facilities. 
No doubt a huge sum could be wise- 
ly invested in cost-reducing, modern 
rolling stock, both passenger and 
freight. The difficulties are present 
heavy debt load and low earning 
power. Yet in ratio to earnings capi- 
tal financing in 1936-1937 was 
larger than in 1925-1929. It would 
seem to follow that recovery of even 
50 or 60% of the earning power of 
1925-1929 might induce a_ rather 
spectacular modernization program. 
Tentative signs pointing that way 
are not absent now. 

Manufacturing industries ac- 
counted for less than 5% of the 
total new capital issues of 1925-1929 
but for nearly 40% in 1936-1937. 
The comparison is distorted by the 
great drop in other classes of finane- 
ing since 1925-1929. In dollars it 
was approximately $437,000,000 a 
year in 1936-1937 against approxi- 
mately $1,100,000,000 a vear in 1925- 
1929—both small in relation to total 
capital outlays. 

Among major industries, — steel 
comes nearest to being a “debt in- 
dustry” but even so total funded 
debt is only about a fourth of in- 
vestment. Over the past five years 
the industry has financed an $800,- 
000,000 modernization program — 
centered almost entirely on facilities 
for rolling light steels—chiefly out 
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of earnings and depreciation. Steel 
capital issues in 1936-1937 averaged 
only $139,000,000 a year and were 
virtually nothing in 1934 and 1935. 
The industry will not need either 
bond or stock financing in any im- 
portant degree unless and until it 
sees profit in modernizing older fa- 
cilities for making heavy steels. 

The oil industry has been retir- 
ing debt and value of outstanding 
bonds is only about 10% of total 
value of outstanding oil securities. 
Earnings and charges for depletion 
and depreciation are the major 
sources of capital funds. Despite ex- 
ceptions here and there, the indus- 
try’s security financing as far ahead 
as can be seen will not loom large 
in the picture. 

Typical equity industries which 
have always largely financed their 
own growth, with relatively small 
aggregate resort to the capital mar- 
ket, include automobiles and acces- 
sories; electrical, rail, farm and office 
equipment; machinery and machine 
tools; tin and glass containers; 
building materials; textiles and shoes. 
The same is true of service fields 
and merchandising. 

Whatever the reason, it is an ar- 
resting and sobering fact that over 
the past five years a total of about 
$17,000,000,000 in savings and bank 
credit has gone into direct or guar- 
anteed bonds of the United States 
Government—to say nothing of in- 
vestment in state and municipal 
bonds—while over the same period 
there was a net increase on only 
$1,100,000,000 in investment in cor- 
poration securities. The estimates 
are those of the Federal Reserve 
Bank of New York. Unless stopped, 
this looks very much like a losing 
game and a slide toward State Capi- 
talism. The $17,000,000,000 put 
into Government bonds and the ad- 
ditional billions put into state and 
municipal bonds may be socially 
desirable and may temporarily pro- 
vide employment but is not produc- 
tive of national income—despite New 
Deal claims to the contrary. It sub- 
stantially exceeds the non-produc- 
tive financing of the mad ’20’s. It is 
a load on the back of the private 
profit system. If it is to be made 
good, the alternatives must be a 
veritable capitalist boom—nourished 
on long term capital investment— 
or an American version of State 
Capitalism. 

Meanwhile such investment as 
we have is more and more institu- 


tionalized and the speculative-capi- 
talist, whose courage and venture is 
essential to any major upswing to- 
ward prosperity, is today a rare 
bird. Federal taxes take 16 to 20% 
of corporation incomes but from 20 
to 76% of personal incomes of from 
$50,000 up. In 1928 individuals with 
incomes of $50,000 or more had total 
income of $5,400,000,000 after pay- 
ing Federal income taxes. In 1937 
the same classes had only $1,080,- 
000,000 of income left after paying 
Federal taxes or only 20% as much 
as in 1928 and a relatively modest 
gain as compared with $620,000,000 
in the worst depression year 1932. 
The speculative-capitalist has much 
less to risk than formerly—and much 
less inducement to risk it! 

Because of increased population 
and labor supply, our recovery prob- 
lem will not be solved satisfactorily 
without advance to a volume of 
production and national income 10 
to 15% above that of 1929. That’s 
a big order. No rabbit out of any- 
body’s hat can do the trick. What 
the capitalist system most needs to 
be rejuvenated is increased profit, 
increased hope of profit, increased 
private investment, increased specu- 
lative-investment. So far as the 
Government holds the answer, some 
of the more promising possible reme- 
dies would be to freeze the budget 
where it is pending reduction out of 
increased revenues, abandonment of 
the undistributed profits tax, fair 
revision of the Labor Act and elim- 
ination or further scaling down of 
the capital gains tax. A bold gamble 
on abandonment of all taxation of 
capital gains would be the New 
Deal’s best bet if it really hopes to 
revive investment confidence. 





Commonwealth & Southern 
Corp. 





(Continued from page 668) 


be ultimately made up by produc- 
tive investment of from $17,000,000 
to $20,000,000 that Commonwealth 
& Southern will realize from its total 
stake in Tennessee Electric. 

If the formula applied in pricing 
the Tennessee property were applied 
to the Alabama subsidiary it would 
bring in the neighborhood of $140,- 
000,000 to $150,000,000. Such con- 
jecture is futile, however, as only 


portions of this property and of the 
Mississippi property will ever be 
wanted by T V A. 

The future set-up of the Com- 
monwealth & Southern system, when 
integrated to the satisfaction of the 
S E CG, is also highly conjectural. 
On a guess, the writer would say 
that stockholders of Commonwealth 
& Southern will probably some day 
be called on to exchange their hold- 
ing for securities of two new holding 
companies, one controlling a group 
of closely-knit subsidiaries in the 
southeast; the other controlling an 
interconnected group of subsidiaries 
in the middle west. Excepting such 
additional bites as T V A may take 
out of the system, the physical com- 
position of the future southern hold- 
ings appears open to no great ques- 
tion. The physical composition of 
the future middle-western group is 
another matter and may involve 
some fairly extensive changes among 
least important units. 

Preceded by heavy total of prior 
obligations, both the common and 
preferred stocks of Commonwealth 
& Southern are speculative issues. 
The preferred, however, affords a 
reasonably attractive income yield 
and has a chance of attaining a high- 
er market value since both economic 
and political trends are pointing ip 
a generally favorable direction. 





Labor Must Behave... 
or Else 





(Continued from page 655) 


expressed himself as favorable to 
modification of the Wagner Act, he 
has demanded that the warring 
groups compose their irritating and 
costly feuds, he has promised ap- 
peasement — not of labor — but of 
private business and industry. Last- 
ly, the White House latch key no 
longer hangs as low for Messrs. 
Lewis and Green as it once did. This 
presidential disregard of the Demo- 
crats’ erstwhile allies reflects, per- 
haps more than any other action, 
how far they have fallen in public 
and political esteem. 

It was not, however, until shortly 
before Mr. Roosevelt left Washing- 
ton to participate in the fleet maneu- 
vers in the Caribbean that the cli- 
max in the presidential attitude 
came. It was a conversation be- 
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tween Mr. Roosevelt and Vice- 
President Garner which led directly 
to the presidential letter requesting 
that Mr. Lewis and Mr. Green kiss 
and make up—or at least take off 
the false whiskers. In discussing 
party prospects for 1940 with the 
President, Mr. Garner warned that 
if Mr. Roosevelt “strung along with 
John Lewis, Harry Bridges and 
Dave Lasscer, he would sink the 
Democratic party—and the nation.” 

Meanwhile, there were anti-labor 
developments on other fronts. When 
former Governor Frank Murphy was 
summoned before the Senate Judici- 
ary Committee to render an account- 
ing of his sit-down stewardship in 
the controversy over his confirma- 
tion as Attorney General, he se- 
verely condemned the sit-down or 
sit-in strategy. He revealed — and 
the nation’s leading automobile mag- 
nates supported him—that he sim- 
ply pursued a policy of expediency 
in not calling out the state troops 
and militia. He, and also the car 
producers, were fearful of bloodshed 
and destruction of property. 

Moreover, as industrialists who 
must sell and cater to individual 
buyers (unlike Tom Girdler) , Edsel 
Ford and Walter Chrysler did not 
want to jeopardize their product by 
resorting to violence in retrieving 
their property. That cast an en- 
tirely new light on happenings in 
Michigan — and a baleful light on 
Mr. Lewis’ boys. To be fair to the 
latter, however, it must be recorded 
that at no time did he favor these 
tactics. But the public and the po- 
liticos have held—and do hold—him 
responsible for this assault on the 
cellar of the capitalistic system. 

And then the Supreme Court 
spoke. Said the man who has won 
the hearts of fellow-Americans — 
Chief Justice Hughes: 

“The employees had the right to 
strike but they had no license to 
commit acts of violence or to seize 
their employer’s plant. We may put 
on one side the contested questions 
as to the circumstances and extent 
of injury to the plant and its con- 
tents in the efforts of the men to 
resist eviction. The seizure and hold- 
ing of the buildings was itself a 
wrong apart from any acts of 
sabotage. 

“But in its legal aspect the oust- 
ing of the owner from lawful pos- 
session is not essentially different 
from an assault upon the officers of 
an employing company, or the seiz- 
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ure and conversion of its goods, or 
the despoiling of its property or 
other unlawful acts in order to force 
compliance with its demands. To 
justify such conduct because of the 
existence of a labor dispute or of an 
unfair labor practice would be to 
put a premium on resort to force in- 
stead of legal remedies, and to sub- 
vert the principles of law and order 
which lie at the foundations of 
society.” 

Now, from the viewpoint of the 
employer and the paying public, 


what does this symphony of con- 
demnation of labor’s more extreme 
and violent attitude mean? Simply 
this: Even assuming that the two 
wings will not negotiate an endur- 
ing peace—and the prospects are 
remote —and even assuming that 
existing legislation is not specifically 
amended to make it less lopsided, 
organized labor has been put in its 
proper place. It will become hence- 
forth the servant rather than the 
master of the American people. 
Why, you ask? 








For the simple reason, to para- 
phrase Misther Dooley, that popu- 
lar sentiment follows the President, 
the Congress, the Supreme Court 
and public opinion. Without agree- 
ing at all with Mayor Frank Hague 
in his attitude toward the CIO and 
its allies, it is safe to predict that 
this buffeting and belaboring of or- 
ganized labor will put a bit more 
Hague and Hague in the backbone 
of every federal official (including 
the President and the Attorney Gen- 
eral), every Governor, every Mayor 
and every employer. In other words, 
they will—and they now do—dare 
to tell the walking and wailing dele- 
gate “where to get off and out.” 





The Investment Clinic 
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International Nickel are attractive 
on a secular growth basis and also 
for income, while J. C. Penney and 
Montgomery Ward provide a stake 
in the improving merchandising 
field. 

Undoubtedly quite a few of the 
stocks now held which omitted divi- 
dends in 1938 will resume distribu- 
tions this year. Part of our problem 
in this case, however, has been to ob- 
tain a better representation among 
issues showing less extreme cyclical 
variations in payments. On _ the 
whole, we believe that the suggested 
list attains this goal, at the same 
time affording a higher current in- 
come and better prospects for capi- 
tal enhancement. 





Answers to Inquiries 
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in the fact that inventory adjust- 
ments at the end of last year were 
unnecessary, while the 1937 income 
statement revealed charge-offs of 
over $10,000,000 for this purpose. 
The company occupies the world’s 
premier position in the manufacture 
of rubber goods. About three- 
fourths of revenue is derived from 
the sale of tires, tubes and acces- 
sories while mechanical and other 
rubber goods supply the remainder. 
Expansion in the latter has been 
confined to products which easily 
lend themselves to mass, economical 
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production. This branch holds con- 
siderable future promise with such 
interesting, comparatively recent de- 
velopments as “Pliofilm,” a water- 
proof, transparent wrapping ma- 
terial, and “Airfoam,” a spongy, 
rubber cushioning substance used 
for upholstery, mattresses, etc. Al- 
though unrelated to manufacture, 
other favorable recent developments 
are the successful refunding of debt 
which will permit annual interest 
savings of approximately $1,000,000, 
the tire price rise of around 5%, 
increasing production of motor cars 
and the benefits of large, low-cost 
inventories. These factors consid- 
erably brighten the earnings out- 
look for 1939 and the recent resump- 
tion of dividends reflects the 
optimism of directors. Retention of 
the shares is counselled. 


Gulf Oil Corp. 


Shall I centinue to hold 50 shares of Gulf 
Oil for which I paid 55%? To what extent 
will the price appreciation possibilities of this 
stock be enhanced by increased motor fuel 
consumption during the peak driving weath- 
er months and increasing demands for air- 
craft uses. Are higher dividends likely to be 
paid this year?—T. C., Atlanta, Ga. 


Gulf Oil Corp., one of the largest 
and most thoroughly integrated com- 
panies in the petroleum industry, is 
quite certain to show considerably 
reduced earnings on issuance of the 
1938 report, in line with the general 
trend of the industry. Estimates are 
that per share results on the 9,076,- 
202 shares of capital stock will be 
around $1.80, as compared with 
$3.51 per share reported for 1937. 
The drop in earnings for the indus- 
try as a whole has been due almost 
entirely to an unsatisfactory price 
structure since consumption of 
petroleum products last year was 
only slightly below the record levels 
of 1937. However, the statistical 
position of the industry is more satis- 
factory than at this time last year 
and recent indications give rise to 
the hope that a more favorable price 
structure will greet the opening of the 
heavy consuming season just ahead. 
Efforts to bring into the proration 
compact States that are not now 
bound by its provisions are still go- 
ing forward and augur well for future 
price stability. At any rate, pros- 
pects are that the current year will 
witness higher income for Gulf. 
Longer-range prospects remain excel- 
lent due to the constantly increasing 


number of cars on the road, greater 
use of oil burners and the natural 
trend toward industrial expansion. 
Consumption of oil and gas for air- 
craft uses has not yet reached the 
point where it has an important 
bearing on earnings, but the distant 
future holds promise in this regard; 
sulphur interests are expected to 
continue to contribute moderately 
to net. Finances remain strong and 
the current annual dividend rate of 
$1 per share seems safe and might 
even be increased later in the year 
provided no unsettling influences de- 
velop. Both from the near and 
longer term, the shares possess inter- 
esting possibilities. 





The Motors—1939 vs. 1936 
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the competition from abroad may 
be still keener, for the American 
truck industry depends more on 
foreign sales than do passenger car 
makers. Germany contemplates 
heavy competition in 1, 3 and 5-ton 
trucks in world markets, if not in 
1939 then certainly in 1940. 

In 1936 only about 12% of the 
motor vehicles made in Germany 
were exported, in 1937 over 20%, 
and last year a further increase in 
the number of cars shipped abroad 
was achieved. The percentage of 
American cars and trucks sold out- 
side of the United States (including 
Canada) also rose from 11% in 1936 
to 18.5% last year, but this was due 
mostly to the drop in domestic con- 
sumption which raised the percent- 
age figure. That greater competi- 
tion is to be expected not only from 
Germany but from the United King- 
dom, Italy and France as well is not 
to be doubted, yet the threat hinges 
on many related factors and is more 
important from a longer term stand- 
point than over the immediate fu- 
ture. 

The whole industry must contend 
with the fact that the volume at- 
tained in the years 1935 to 1937 has 
removed some of the potential de- 


mand for 1939. A total of 13,753,000. 


cars and trucks were produced in 
that period, or only 50,000 fewer 
than in the three years ending wtih 
1929. Replacements were obviously 


made for many of the wornout cars. 


which had served throughout the de- 
pression; the average age of cars on 
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the road was brought down. To 
the extent that 1937 sales were at 
the expense of following years, it 
will be difficult to induce buying 
through the introduction of new 
models, however great the improve- 
ments. The industry is determined 
on a big effort with the coming mod- 
els, however, and judging by results 
since the beginning of the current 
model year consumers are not hard 
to convince. 

The major companies will be able 
to report impressive earnings for the 
first half, at any rate. How the in- 
dependents will fare must be an- 
swered according to their success 
over the next three months. With 
production already scheduled for a 
somewhat higher rate than cur- 
rently, opinion within the industry 
is optimistic. Sales for the full year 
may not challenge the 1936 rate, but 
if they do, profit margins have al- 
ready given signs that they possess 
the ability to regain their previous 
levels. In that case 1939 could be 
scored as a good year for the motors. 





The Trend of Events 
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a satisfactory volume of private 
spending. 

In contrast to bank debits, the 
supply of bank money is larger than 
at any time in the 1936-1937 recov- 
ery. For the latest week, reporting 
Federal Reserve member banks had 
adjusted demand deposits of $16,- 
086,000,000. This compares with 
average of  $14,360,000,000 for 
March, 1938, and previous peak of 
$15,570,000,000 for February, 1937. 
Although not needed, there will be 
a further increase in the bank money 
supply resulting from Government 
credit policy and the continuing in- 
flow of gold from abroad. Both 
bank money supply and supply of 
capital are large enough to finance 
a boom bigger than that which 
ended in 1929—if they could be put 
confidently to work. 


EASY MORTGAGE MONEY... 
The most notable exception to the 
current low level of activity in the 
field of long-term credit is build- 
ing mortgage activity. Demand for 
mortgage money is at a fairly good 
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Commercial Investment Trust Corporation 


NOTICE OF REDEMPTION OF ALL 
32% Debentures (due July 1, 1951) on April 15, 1939. 


To holders of 342% Debentures of Commercial Investment Trust 
Corporation, issued under an Indenture, dated as of July 1, 
1936, between Commercial Investment Trust Corporation and 
The Chase National Bank of the City of New York, as Trustee. 


OTICE is hereby given that, in accordance with Article Second 

of the above mentioned Indenture, Commercial Investment 
Trust Corporation has elected to and will redeem, on April 15, 1939, 
all of its then outstanding 334% Debentures, due July 1, 1951, at 
1034%% of the principal amount thereof, together with interest 
accrued on such principal amount to the date of redemption. Pay- 
ment for said Debentures will be made at the principal office of 
Dillon, Read & Co., Paying Agent, 28 Nassau Street, Borough of 
Manhattan, New York, N.Y., upon presentation and surrender there- 
of on or after the redemption date, with all appurtenant interest 
coupons maturing after said redemption date. On and from said re- 
demption date, the interest on said Debentures will cease to accrue. 


Debentures registered as to principal must be accompanied by 
proper instruments of assignment and transfer duly executed in 


blank. 
By Order of the Board of Directors. 


Dated: March 14, 1939. 











level and is rising. The supply of 
mortgage credit is so large that in- 
stitutional lenders are competing 
strenuously for business. Some sav- 
ings banks have cut their rate on 
Ff H A insured loans from 5 to 444% 
and life insurance companies are now 
debating the problem of whether to 
follow suit. 

It is axiomatic that residential 
building will thrive only when the 
cost of owning a home is attractive 
relative to prevailing rents. Reduc- 
tion of *4 of 1% in the rate on 
I H A mortgages cuts total interest 
charge, including service fee, by 
about 12 per cent. Universal appli- 
cation of the lower rate would stimu- 
late home building—other things 
equal—as much as would a consid- 
erable increase in rents. 

From present indications residen- 
tial contract awards for the first 
quarter will top those of a year ago 
by approximately 75%, constituting 
the largest first quarter volume since 
1929. Heavy engineering awards 
are now sharply lower than a year 
ago and will probably decline furth- 
er. Awards flowing out of the public 
works program launched last spring 
are rapidly being completed, but the 
bulk of the actual construction work 
involved still lies ahead. In stimu- 
lation of employment and demand 


S. B. ECKER, Secretary 
Commercial Investment 
Trust Corporation 








for materials, the public works pro- 
gram should reach its peak either 
late in the second quarter or in the 
third quarter and most probably in 
the latter. Public works are more 
often behind schedule than ahead. 


EXPECTING MIRACLES .. . So 
thoroughly has the idea of business 
appeasement been publicized that 
many business men are expecting 
far more from government than will 
be realized in the near future. There 
has been too much jumping to such 
conclusions as that an abundance 
of loans to small enterprises were 
available immediately following Sec- 
retary Hopkins’ speech, or that 
onerous regulations in various fields 
could now be suspended for the ask- 
ing. There is reason to believe that 
a genuine desire for recovery exists 
in several important divisions of the 
Government, but so far there is no 
definite or united policy. There can- 
not be with the New Dealers at odds 
among themselves, with the Demo- 
crats divided sharply between con- 
servatives and leftists, and the gulf 
widening between the President and 
Congress. Under such circumstances 
what business must take hope in for 
the present, is negative rather than 
positive action. That is to say, 
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Forthcoming Dividend 





e 
Meetings 
Company Time Date 
PTO oo 8. oo ceca cacccssd 2:00 Mar. 29 
i a ee 2:15 Mar. 28 
American Machine & Foundry........ 3:00 Apr. 5 
Archer-Daniels-Midland 7% Pfd.*..... 2:00 Apr. 4 
IRIE e265 5.5.05 oo eueca ncaa 11:00 Mar. 31 
SN cio Sop css 8k nea 2:00 Apr. 4 
Columbia Gas & Electric Pfds.......... —— Apr. 6 
Cuneo Press Com. & Pfd.*............—— Apr. 3 
Eureka Pipe Line*...................—— Apr 3 
ee ee —— Mar. 27 
General Theatres Equipment*.......... 4:00 Mar. 28 
Hercules Powder Pfd................. 10:00 Mar. 29 
Hershey Chocolate Com. & Conv. Pfd... 2:00 Mar. 28 
Holly Sugar 7% Pfd.*............... ——— Mar. 28 
Homestake Mining*................. 3:00 Apr. 5 
a 10:30 Mar. 28 
Kress (S. H.) Com. & Spec. Pfd.*........ 11:00 Apr 5 
Lee Rubber & Tire*.................. 1:30 Mar. 30 
Link Belt Com. & Pfd.................10:00 Mar. 28 
Loew's, nc. $6.50 Pid:*.............. 3:30 Apr. 5 
Maytag $6 1st Pid. & $3 Pfd.......... 2:00 Apr. 4 
Melville Shoe Com. & 2nd Pfd......... 2:00 Apr. 3 
Mid-Continent Petroleum*............ ——— Apr. 5 
a OS ee ee 1:45 Apr. 5 
Royal Typewriter 7% Cum. Pfd........ 4:00 Mar. 29 
Spiegel, Inc. $4.50 Pfd.*............. 11:00 Apr. 4 
Walgreen Co. Com. & 41% Pfd.*..... 11:00 Apr. 3 
Warren Foundry & Pipe*............. 3:00 Mar. 29 
West Penn Electric 7% & 6% Pfds..... 11:30 Apr 4 


Westvaco Chlorine Products 5% Pfd.... 4:45 Mar. 29 
* Approximate date. 


All tings on 


wise noted. 


stocks unless other- 








while existing reform measures will 
not be cancelled, no further legisla- 
tive impediments are to be expected. 
Agencies and bureaus may not 
broadly retreat from existing regu- 
lations, as the S E C recently showed 
the stock exchanges, but no tighten- 
ing of restrictions is likely. It is 
quite obvious that Congress will 
studiously avoid any measure 
thought to be disturbing to business 
progress; but whether it will have 
the courage to take the initiative in 
so vital a matter to recovery as ex- 
tensive tax revision, remains to be 
seen. There is ground for hope, but 
not for the expectation of miracles. 





Re-Appraising the Aircrafts 
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financing or bank borowings? Well, 
it now appears that the productive 
capacity of the aircraft industry is 
much larger than it was generally 
supposed to be. 

With the War and Navy Depart- 
ments engaged in the most ambi- 
tious aircraft programs in their his- 
tory, complete data on productive 
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capacity are being kept secret. How- 
ever, available information is suffi- 
ciently up-to-date to warrant the 
flat statement that present capacity 
is sufficient to meet all indicated 
requirements. Some companies will 
require new tools and additional 
machinery; others will require minor 
additions to plant. Others will re- 
quire more working capital. Leigh- 
ton W. Rogers, president of the 
Aeronautical Chamber of Com- 
merce, is authority for the state- 
ment, “The nation’s aircraft plants 
can more than double their current 
production and deliver 5,500 mili- 
tary planes a year with their present 
factory space.” Mr. Rogers goes on 
to say that the industry needs only 
to hire more labor and install addi- 
tional machinery to prevent bottle- 
necks in production lines to increase 
military output twofold. 

If necessary, companies now en- 
gaged in manufacturing commercial 
planes exclusively would be avail- 
able to participate in the military 
and naval program. Many impor- 
tant plants at the close of last year 
had practically no business at all. 
During 1938, the aircraft industry 
produced approximately 3,675 planes 
of all types, divided between 150 
transports, 300 private and business 
planes, 1,424 light planes and about 
1,800 military planes, including those 
for export. Output last year ave- 
raged 150 military planes monthly 
and in the first two months of the 
current year was averaging 200 units 
per month. 

According to Louis Johnson, As- 
sistant Secretary of War, the air- 
craft industry has assured him “that 
with due and proper allowance for 
enlarged commercial production the 
industry can produce more than 
7,000 military planes and more than 
16,000 military engines a year with- 
out undue expansion.” 

It has been estimated that fac- 
tories alone now engaged in building 
planes for the Army would be able 
to turn out nearly 5,300 units a year. 
In all of these estimates, however, 
it is assumed that the industry will 
not be handicapped by labor tie-ups 
and that the Army program will un- 
fold in an orderly and coordinated 
manner, and spread over the various 
classes of fighting craft which are 
now recognized as essential to an 
effective air force. It is further 
assumed that orders will call for 
planes either in service at the pres- 
ent time, or which have satisfac- 


torily been tested. Greater stand- 
ardization is likely, and some of the 
larger companies will probably farm 
out orders to smaller manufacturers 
with suitable facilities. 

Second in importance only to our 
national program in appraising the 
outlook for the aircraft industry is 
the export prospect. Last year, out 
of the total value of all aircraft, 
engines and parts production, ex- 
port shipments accounted for 50%. 
More to the point was the fact that 
profits on export business are con- 
siderably larger than on domestic 
orders. 

During the past several years ex- 
ports have accounted for an average 
of 40% of the dollar volume of the 
domestic aviation industry. Last 
year’s total was nearly 75% larger 
than in 1937 and seven and a half 
times larger than in 1929. The in- 
crease in exports last year compared 
with an increase of only 22% in 
domestic orders. 

Pursuant to an order of the War 
Department, data on _ backlogs, 
orders, etc., are no longer made 
available. It has been reliably esti- 
mated, however, that export orders 
actually booked or definitely in pros- 
pect aggregate some $80,000,000 and 
unless our own Army program gets 
under way with sufficient rapidity to 
make effective contribution to cur- 
rent volume, export orders may 
again account for at least 50% of 
the total volume. 

Favoring the export prospect are 
the large orders recently placed in 
the United States by France and 
Great Britain. Total sales to Great 
Britain last year were less than 
$4,000,000, while France bought less 
than $1,000,000 of aircraft and sup- 
plies in the United States. Modifica- 
tion of the neutrality laws may also 
open up markets previously closed to 
American manufacturers, although 
it is not believed that thus far the 
neutrality law has been a serious 
obstacle in the development of ex- 
port sales. 

At some future date American 
aircraft manufacturers can expect 
increased competition from German 
and Italian airplane and _ engine 
builders, particularly in Latin-Amer- 
ican markets. For the present, 
however, the aircraft industry in 
both of these countries has its hands 
full in meeting the requirements of 
their own governments. 

So far as the immediate outlook 
is concerned, demand for civil and 
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commercial planes and engines is the 
least important factor. Steady but 
long term expansion in these two 
divisions is a justifiable forecast, but 
their relationship to current pros- 
pects is all but overshadowed by the 
military division. Including exports, 
sales of commercial planes and en- 
gines last year accounted for only 
about 20% of the total dollar vol- 
ume of the industry’s output. Even 
though total sales of commercial 
planes this year may expand some- 
what, their percentage to the total 
may fall below the 1938 level. 

In everything which has been said 
about the current prospects for air- 
craft manufacturers, manufacturers 
of engines and spare parts have an 
important stake. Including exports, 
sales of airplane motors and spare 
parts accounted for 33% of the total 
value of all aircraft production. 
Other spare parts accounted for 17%. 
Of particular significance in 1938 was 
an increase of 81% in the value of 
spare parts and accessories sold 
abroad. This not only represented 
an increase in the number of planes 
going abroad in knocked-down or 
semi-finished condition, but also the 
increased use of domestic parts in 
planes of foreign design. 

Curtiss-Wright and United Air- 
craft, two of the leading manufac- 
turers of planes, are also the fore- 


most manufacturers of airplane 
engines of the radial air-cooled type. 
While there is likely to be no serious 
challenge of the leadership of these 
companies, marked progress has 
been made in the development of in- 
line engines, using special cooling 
preparations. On a recent test flight 
an Army pursuit plane powered with 
two in-line motors developed by the 
Allison Engineering division of Gen- 
eral Motors demonstrated ability to 
develop a speed of 400 miles an hour. 
The advantage of the in-line motor, 
other specifications being equal, are 
the greater possibilities for stream- 
line designing. Menasco Manufac- 
turing is another company interested 
in in-line motors, and has developed 
a twin motor hook-up attached to a 
single shaft and propeller. 
Manufacturers of the multitude 
of special equipment going into pres- 
ent-day planes will, in the natural 
course of events, share fully in the 
greatly increased output of aircraft 
now definitely in sight. Of this class 
of manufacturers, Sperry Corp., pro- 
ducing an extensive line of patented 
precision and flight instruments, 
promises to be one of the leading 
beneficiaries, almost regardless of 
which manufacturers are successful 
in obtaining contracts for actual 
construction of the planes. There 
are, of course, a number of other 


companies, but for the most part 
their aviation activities are subordi- 
nate to some other major phase of 
their business. 

Last year military and naval pro- 
duction accounted for about two- 
thirds of the total output of the air- 
craft industry. This year, and 
probably in 1940, percentage of mili- 
tary and naval planes will be even 
larger. For any industry so heavily 
dependent upon war orders, the pos- 
sibility of wide fluctuations in sales 
and earnings is an ever present 
threat, precluding anything but a 
short term forecast. As the situa- 
tion shapes up at the present time, 
the aircraft industry is priming itself 
for one, perhaps two, record-break- 
ing years. During this period earn- 
ings for the industry as a whole 
promise to be good—exceptionally 
so in the case of some companies, 
less so in the case of others. The 
larger and established companies, 
well financed and under the guidance 
of an experienced personnel, appear 
to be the safest bets either from an 
investment or a speculative stand- 
point. That is not to say, however, 
that the shares of some of the smaller 
companies may not score conspicu- 
ous gains, but the interested in- 
vestor would do well to bear in mind 
that large orders alone do not spell 
large profits—that necessitous new 





DIVIDENDS RECENTLY DECLARED 











Stock of Stock of 
Company Rate Period Record Payable Company Rate Period Record Payable 
Abbott Laboratories............. 1.60 Q 3/14 3/31 International Harvester. 1.60 Q 3/20 4/15 
Abbott Laboratories.......... 0.10 Ex 3/14 3/31 International Shoe....... 1.50 Q 3/15 4/1 
Add h-Multigraph.......... 1.40 Q 3/20 4/10 | 0.50 — 3/14 3/31 
PP GREING. ceicccsctececccesss ‘GES —_— 3/17 3/31 Lorillard (P.) Co... ...... ms 1.20 Q 3/15 4/1 
American Bank Note............... 0.10 — 3/13 4/1 Mead Johnson.............. 3.00 Q 3/15 4/1 
American Brake Shoe............... 0.25 — 3/24 3/31 Mead Johnson..................... 0.75 Ex 3/15 4/1 
American Cyanamid B.............. 0.60 Q 3/15 4/1 Mesta Machine.................. 0.50 — 3/16 4/1 
American Home Products........... 2.40 M 3/14 4/1 WARING Ge 5 6.2 e encoun. : 0.75 — 3/25 4/1 
American Telephone & Telegraph.... 9.00 Q 3/15 4/15 nr 0.50 Q 3/17 3/31 
Deattice CreOMerY... 0.605. ccccccsse §=1.00 Q 3/14 4/1 National Steel... T idaicacase nen Cae — 3/24 3/21 
 , —— 3/17 4/1 a a 3.00 Q 3/16 3/31 
MAMI he os aia cic ecewineeie Awe 0.25 — 3/17 3/30 Pittsburgh Plate Glass............... 3.00 Q 3/15 4/1 
MMIII oislie-55.'<.5:0-0c s:'e sees o.0n0xe 1.00 Q 3/18 4/1 Smith (L. C.) & Corona Typewriters... . 1.00 Q 3/18 4/1 
Climax Molybdenum............... 1.20 Q 3/16 3/31 South Porto Rico Sugar.............. 0.25 —_—- 3/14 4/1 
Clue Peabody.................... GG as 3/14 3/25 Get OO oa oes oc ke ens 0.15 —.- 3/20 3/31 
Crown Zellerbach.................. 0.121% a 3/13 4/1 Sunshine Mining................... 1.60 Q 3/15 4/1 
Electric Auto-Lite................. 0.50 — 3/17 4/1 Twentieth Century-Fox Films......... 0.50 — 3/15 3/31 
Endicott Johnson................. 3.00 Q 3/23 4/1 Uniled Cmbee.... cc. ccccccccceses CB — 3/18 4/1 
Se 0.25 Say 3/15 3/31 UMN OIRNE soc icccccccccsccrccss. “REO —- 3/23 4/15 
PPCGETEN OONING so 5 5c ccc cece sacs’ 0.15 _— 3/18 4/1 United States Gypsum..... 2.00 Q 3/15 4/1 
ee ee eee ae 0.25 — 3/17 4/25 Victor Chemical Works............. 1.00 Q 3/21 3/31 
Glidden 41% Pfd................. 2.25 Q 3/17 4/1 Wesson Oil & Snowdrit............. 0.50 Q 3/15 4/1 
Great Western Sugar................ 2.40 Q 3/15 4/3 Yale & Towne Mfg................. 0.60 Q 3/23 4/1 
MAE N eich cereale. o:elvis, since eine chaieince nce 1.00 Q 3/15 4/1 
Hercules Powder................... 0,40 —- 3/13 3/24 Quarterly. M—Monthly. Ex—Extra. 
Homestake Mining................. 4.50 M 3/20 3/25 
PIS UO UN, oi56:6.o00 Sees oo 8 ac0senieies 3.00 Q 3/24 3/31 All declarations on common stocks unless otherwise noted. 
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financing is frequently responsible 
for false market moves. Develop- 
ment costs and possible production 
difficulties might make a deep cut 
in profits. In short, the best advice 
seems to be to avoid the mistake of 
speculating blindly on a war indus- 
try merely because a company car- 
ries an “aviation” tag. 





What's Behind the Figures? 





(Continued from page 657) 


and finished goods were also per- 
mitted to run down last year. The 
net result was to add to cash items 
on the asset side and to reduce bank 
borrowings on the debit side. Lower 
commodity prices at the end of 1938, 
for which necessary adjustments 
were made in year-end balance 
sheets, were, of course, a factor in 
cutting down total inventories, but 
the proportionate decline in the 
physical volume of inventories does 
not appear to have been consider- 
ably less than the dollar volume. 
The decline in finished goods and 
retail prices last year was less than 
that in raw materials, creating a 
spread which was a significant fac- 
tor in enabling many companies to 
make a surprisingly good fourth 
quarter showing last year, with the 
benefit of only a comparatively small 
increase in gross volume. With pri- 
mary supplies of raw materials more 
than adequate to meet any indi- 
cated demands at this time, and 
with no apparent pressure on fin- 
ished goods prices, this spread prom- 
ises to be an equally effective factor 
in the current year. 

The reduction in outstanding re- 
ceivables last year reflects the 
smaller volume of business. The de- 
cline in individual industries was 
proportionate to the degree which 
they suffered loss of business vol- 
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ume, with the greatest declines, nat- 
urally, being shown by the heavier 
industries. The majority of com- 
panies reported satisfactory credit 
experience last year, despite a sub- 
stantial increase in the number of 
business failures. In passing it 
should be emphasized that certain 
types of companies, the farm equip- 
ment manufacturers for example, 
are compelled to tie up a consider- 
able portion of their working capital 
in the form of receivables. As a con- 
sequence, dividend policies are of 
necessity likely to be conservative 
in relation to reported earnings. 
Liquor companies, on the other 
hand, must also pursue a conserva- 
tive dividend policy, but for the rea- 
son that a large part of working cap- 
ital is tied up in inventories. 

The indicated ratio of current as- 
sets to current liabilities appears to 
have been practically on a par, or 
only slightly lower, with that of ten 
years ago. In dollars, however, both 
current assets and current liabilities 
are substantially less than ten years 
ago. During the intervening period 
industry has had but scant oppor- 
tunity to replenish working capital. 
Reduced earnings, deficit operations 
in some years and, during the past 
three, the compulsion of the undis- 
tributed profits tax to pay out a 
much larger portion of earnings than 
would otherwise have been the case, 
have all combined to restrain the 
expansion of working capital. And 
while working capital has, for the 
most part, been adequate in relation 
to the volume of business in recent 
years, any genuine and sustained in- 
dustrial recovery would undoubted- 
lv find many companies deficient in 
working capital. Any further modi- 
fication or repeal of the undistrib- 
uted profits tax would in all prob- 
ability result in many companies di- 
verting a larger portion of earnings 
to working capital, accompanied by 
some modification in their dividend 
policies. 

On the liability side of the com- 
posite balance sheet, the increase in 
funded debt was the largest change, 
but an estimated net increase of 
5% was insignificant. Of more 
importance, however, were the large 
scale refunding operations. Many 
companies again took advantage of 
extremely low interest rates to sup- 
plant high coupon bond issues with 
bonds carrying a lower coupon rate. 
The resultant savings in interest 
charges while sizable, would natur- 


ally have been more impressive had | 
net operating income been of more 
normal proportions. 

The increase in the amount of pre- 
ferred and common shares outstand- 
ing was of strictly negligible propor- 
tions—a further commentary upon 
the skeptical attitude of venture 
capital towards its ability to “earn 
its keep.” 

As already pointed out, liquida- 
tion of inventories was reflected in a 
reduction in bank borrowings. On 
the other hand some companies, 
availing themselves of low interest 
rates funded bank borrowings into 
longer term debt or serial notes. 
Another item, tax accruals, was also 
markedly less at the close of last 
year. The modification of the sur- 
plus profits tax was responsible for 
some part of the reduction, although 
obviously not nearly to the extent 
that the decline in taxable profits 
was. Even assuming that the pres- 
ent Congress legislates tax relief 
measures, the industrial tax liability 
will increase proportionately with 
any increase in current earnings. 

Many of the broader implications 
of the current composite balance 
sheet are drawn together in the sur- 
plus account. Prior to 1930, accord- 
ing to figures compiled by the U. S. 
Treasury covering about 92,000 man- 
ufacturing corporations, 73% of net 
income was paid out in dividends, 
23% added to earned surplus. In 
1935-36 (latest available figures) 
98% of earnings were paid out in 
dividends and only 2% retained in 
the business. Since 1930, in sharp 
contrast with the trend in preceding 
years, there has been scarcely any 
growth in shareholders’ equity, and 
in many instances dividends have 
represented a return of capital rather 
than a share of profits. The former 
policy of “ploughing back” earnings 
has not been outmoded, nor aban- 
doned. Indeed, among individual 
companies, it is possible to find nu- 
merous exceptions, but the majority 
have established the trend and for 
various reasons—taxes, costs, depres- 
sion psychology and others—they 
have marked time, if not actually 
permitting their business to retro- 
gress. 

The financial state of American 
industry is not precarious, but the 
obvious need for considerable in- 
ternal improvement should be ade- 
quate warning to the investor to 
pick and choose carefully, keeping a 
weather eye on the balance sheet. 
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